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AMERICAN  ECONOMIC  ASSOCIATION. 


The  American  Economic  Association  is  an  organiza- 
tion composed  of  persons  interested  in  the  study  of 
political  economy  or  the  economic  phases  of  political 
and  social  questions.  As  may  be  seen  by  examining 
the  list  of  members  and  subscribers  printed  in  this  vol- 
ume, not  only  are  all  tmiversities  and  most  prominent 
colleges  in  the  coimtry  represented  in  the  Association 
by  their  teachers  of  political  economy  and  related  sub- 
jects, but  even  a  larger  number  of  members  come  from 
those  interested  as  business  men,  journalists,  lawyers  or 
politicians  in  the  theories  of  political  economy  or,  more 
often,  in  their  applications  to  social  life.  There  are  fur- 
ther nearly  two  hundred  subscribers,  including  the  most 
important  libraries  of  this  country.  The  Association 
has  besides  a  growing  representation  in  foreign  countries. 

The  first  two  meetings  of  the  Economic  Association 
in  1885  ^^^  1887,  and  the  meetings  of  1897,  1898,  1900, 
1901,  1902,  1903,  1904,  1905,  1906,  and  1907,  were  at 
the  same  place  as  those  of  the  American  Historical  Asso- 
ciation, and  in  the  last  three  years  the  American  Political 
Science  Association  met  with  the  other  two  Associations. 
Joint  sessions  and  less  formal  gatherings  of  the  members 
of  the  Associations  were  thus  held.  In  1908  the  meeting 
will  be  held  in  Atlantic  City.  The  annual  meetings  give 
opportunity  for  social  intercourse;  they  contribute  to 
create  and  cement  acquaintanceship  and  friendship  be- 
tween teachers  of  economics  and  cognate  subjects  in 
different  institutions,  as  well  as  to  bring  into  touch  with 
each  other  students  and  business  men  interested  in  the 
social  and  economic  problems  of  the  day.  The  meetings 
aim  to  counteract  any  tendency  to  particularism  which  the 
geographical  separation  and  the  diverse  interests  might 
be  deemed  to  foster. 
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The  Publications  of  the  Association,  a  complete  list 
of  which  is  printed  at  the  end  of  this  volume,  were  be- 
gun in  March,  1886.  The  first  series  of  eleven  volumes 
was  completed  by  a  general  index  in  1897.  The  second 
series,  comprising  two  volumes,  was  published  in  1897- 
99,  and  in  addition  thereto  the  Association  issued  during 
1896-99,  four  volumes  of  Economic  Studies.  In  1900,  a 
third  series  of  quarterly  Publications  was  begim  with  the 
Papers  and  Proceedings  of  the  Twelfth  Annual  Meeting, 
and  has  been  continued  since  with  ample  amount  and 
variety  of  matter.  It  is  intended  to  add  to  these  quar- 
terly numbers,  from  time  to  time,  such  monographic 
supplements  as  the  condition  of  the  treasury  and  the 
supply  of  suitable  manuscript  may  make  possible.  A 
Bulletin  of  bibliography  and  current  notes  has  been 
authorized  and  will  be  published  during  the  current  year. 

The  American  Economic  Association  is  the  organ  of 
no  party,  sect  or  institution.  It  has  no  creed.  Persons 
of  all  shades  of  economic  opinions  are  found  among  its 
members,  and  widely  different  views  are  given  a  hearing 
in  its  annual  meetings  and  through  its  publications. 

The  officers  of  the  Association  and  the  contributors  to 
its  publications  receive  no  pay  for  their  services.  Its 
entire  receipts  are  expended  for  the  printing  and  circula- 
tion of  the  publications  and  for  the  annual  meetings.  Any 
member,therefore,  may  r^ard  his  annual  dues  either  as 
a  subscription  to  an  economic  publication,  a  payment  for 
membership  in  a  scientific  association,  or  a  contribution 
to  a  publication  fund  for  aiding  the  publication  of  valu- 
able manuscript  that  might  not  be  accepted  by  a  publish- 
ing house  governed  primarily  by  motives  of  profit,  and 
that  could  not  be  published  by  the  writer  without  incur- 
ring too  heavy  a  burden  of  expense. 
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CONSTITUTION  OF  THE  AMERICAN  ECO- 
NOMIC ASSOCIATION 

(As  Revised  at  the  Annual  Meeting,  Dec,  1905.) 


ARTICLE  I. 
Name. 
This  Society  shall  be  known  as  the  American  Eco- 
nomic Association. 

ARTICLE  II. 
Objects. 

1.  The  encouragement  of  economic  research,  espe- 
cially the  historical  and  statistical  study  of  the  actual 
conditions  of  industrial  life. 

2.  The  issue  of  publications  on  economic  subjects. 

3.  The  encouragement  of  perfect  freedom  of  economic 
discussion.  The  Association  as  such  will  take  no  par- 
tisan attitude,  nor  will  it  commit  its  members  to  any 
position  on  practical  economic  questions. 

ARTICLE  III. 
Membership 

1.  Any  person  interested  in  economic  inquiry  may,  on 
the  nomination  of  a  member,  be  enrolled  in  this  Associa- 
tion by  pajring  three  dollars,  and  after  the  first  year  may 
continue  a  member  by  paying  an  annual  fee  of  three 
dollars. 

2.  On  payment  of  fifty  dollars  any  person  may  become 
a  life  member,  exempt  from  annual  dues. 
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3-  Foreign  economists  of  distinction,  not  exceeding 
twenty-five  in  number,  may  be  elected  honorary  members 
of  the  Association. 

4.  Every  member  is  entided  to  receive,  as  they  appear, 
all  reports  and  publications  of  the  Association. 

ARTICXE  IV. 
Officers. 
The  officers  of  the  Association  shall  be  elected  at  the 
annual  meeting  and  shall  consist  of  a  President,  three 
Vice-Presidents,  a  Secretary,  and  a  Treasurer,  whose 
term  of  office  shall  be  one  year ;  six  members  of  the  Pub- 
lication Committee  and  six  elected  members  of  the  Ex- 
ecutive Committee  whose  term  of  office  shall  be  three 
years,  and  who  shall  be  so  classed  that  the  term  of  two 
members  of  each  committee  shall  expire  each  year;  pro- 
vided that  the  office  of  Secretary  and  that  of  Treasurer 
may  be  filled  by  the  same  person.  The  Executive  Com- 
mittee shall  consist  of  the  President,  the  Vice-Presidents, 
the  Secretary,  the  Treasurer,  the  Chairman  of  the  Publi- 
cation Committee,  the  Ex-Presidents,  and  six  elected 
members. 

ARTICLE  V. 
Duties  of  Officers. 

1.  The  President  of  the  Association  shall  preside  at 
all  meetings  of  the  Association  and  of  the  Executive 
Committee  and,  in  consultation  with  the  Executive  Com- 
mittee, shall  prepare  the  programs  for  the  annual  meet- 
ings. In  case  of  his  disability,  his  duties  shall  devolve 
upon  the  Vice-Presidents  in  the  order  of  their  election, 
upon  the  Secretary  and  upon  the  Treasurer. 

2.  The  Secretary  shall  keep  the  records  of  the  Asso- 
ciation and  perform  such  other  duties  as  the  Executive 
Committee  may  assign  to  him. 
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3-  The  Treasurer  shall  receive  and  have  the  custody 
of  the  funds  of  the  Association,  subject  to  the  rules  of 
the  Executive  Committee. 

4.  The  Executive  Committee  shall  have  charge  of  the 
general  interests  of  the  Association  in  the  interval  be- 
tween annual  meetings.  It  may  fill  vacancies  in  the  list 
of  officers,  and  may  adopt  any  rules  or  regulations  for  the 
conduct  of  its  business  not  inconsistent  with  this  constitu- 
tion or  with  rules  adopted  at  the  annual  meetings.  It 
shall  act  as  a  committee  on  time  and  place  of  meeting,  and 
perform  such  other  duties  as  the  Association  shall  dele- 
gate to  it  A  quorum  shall  consist  of  five  members, 
other  than  the  Vice-Presidents  and  the  Ex-Presidents. 

5.  The  Publication  Committee  shall  have  charge  of 
the  publications  of  the  Association. 

ARTICLE  VI. 
Amendments. 
Amendments,  after  having  been  approved  by  a  major- 
ity of  the  Executive  Committee,  may  be  adopted  by  a 
majority  vote  of  the  members  present  at  any  regular 
meeting  of  the  Association. 
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LIST  OF  MEMBERS. 
*Life  Members  fSubscribers  ^Honorary  Members 

Abbott,  Edith,  Wellesley  College,  Wellesley,  Mass. 

Abbott,  Lyman,  287  Fourth  Ave.,  New  York  City. 

Abratani,  John  S.,  700  Park  Ave.,  New  York  City. 

Adams,  Alton  D.,  Box  478,  Worcester,  Mass. 

Adams,  Bsooks,  229  Beacon  St.,  Boston,  Mass. 

Adams,  Chakles  FsANas,  South  Lincoln,  Mass.  . 

Adams,  Henby  Carter,  1417  Massachusetts  Ave.,  Washington,  D.  C 

Adams,  Thomas  Sewall,  Madison,  Wis. 

Adams,  William  Wisner,  hi  June  St,  Fall  River,  Mass. 

Abler,  Felix,  123  £.  60th  St.,  New  York  Qty. 

Adriancb,  W.  M.,  Princeton,  N.  J. 

Agger,  Eugene  Ewals,  523  W.  124th  St,  New  York  Qty. 

AiLES,  Milton  Everett,  Treasury  Dept,  Washington,  D.  C 
f  Albion  College,  Albion,  Mich. 

Aldrich,  Morton  Arnold,  Tulane  University,  New  Orleans,  La. 
f  Alfred  University  Reading  Room,  Alfred,  N.  Y. 

Allen,  George  Henry  Rowland,  New  Bedford,  Mass. 

Allen,  John  Robert,  Georgetown,  Texas. 

Allen,  Walter  S.,  New  Bedford,  Mass. 

Allen,  William  Frederick,  South  Orange,  N.  J. 

Allen,  Willlam  H.,  105  E.  22d  St,  New  York  City. 

Ames,  Butler,  Lowell,  Mass. 

Ames,  Charles  Henry,  iio  Boylestown  St,  Boston,  Mass. 
fAMHERST  College,  Amherst,  Mass. 

Anderson,  Lewis  Albert,  Madison,  Wis. 

Andrew,  Abram  Piatt,  10  Russell  Hall,  Cambridge,  Mass. 

Andrews,  Elisha  Benjamin,  Lincoln,  Neb. 

Andrews,  Frank,  Dept  of  Agr.,  Washington,  D.  C 

Andrews,  George  F.,  R.  F.  D.  No.  2,  Canton,  Mass. 

Arbuthnot,  Charles  Criswell,  Western  Reserve  Univ.,  Qeve- 
land,0. 

Armstrong,  Collin,  25  Broad  St,  New  York  City. 
♦Armstrong,  H.  C  Jr.,  Auburn,  Ala. 

Arnold,  B.  W.,  College  Park,  Randolph-Macon  Woman's  College, 
Lynchburg,  Va. 

Arnold,  J.  H.,  613  Nun  St,  Wilmington,  N.  C. 
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Austin,  Oscar  Phelps,  Dept.  of  Commerce  and  Labor,  Washing- 
ton, D.  C 
♦Avery,  Elroy  McKendree,  2831  Woodhill  Road,  S.  R,  Qeveland,  O. 

Avery,  Noyes  L.,  H  Atwood  St.,  Grand  Rapids,  Mich. 

Bacon,  Nathaniel  Terry,  Peacedale,  R.  I. 

Bagge,  Gosta  Aoolph,  19  Birgerjarlsgatan,  Stockholm,  Sweden. 
fBAHR's  BucHHANDLUNG,  Berlin  W.  8,  Mohrenstrasse  6,  Germany. 

Bailey,  Wiluam  Bacon,  22  Linwood  St.,  New  Haven  Conn. 

Bairman,  William  M.,  The  Telegraph,  Macon,  Ga. 

Baker,  Charles  Whiting,  220  Broadway,  New  York  City. 

Baker,  Moses  Nelson,  220  Broadway,  New  York  City. 

Balch,  Miss  Emily  Green,  Prince  St.,  Jamaica  Plains,  Mass. 

Baldwin,  Foy  Spencer,  12  Somerset  St,  Boston,  Mass. 
♦Baldwin,  Simeon  Eben,  69  Church  St,  New  Haven,  Conn. 
♦Baldwin,  Summerfield,  1006  Charles  St,  Baltimore,  Md. 

Baldwin,  Wiluam  H.,  1415  21st  St.,  Washington,  D.  C. 

Banks,  Enoch  Marvin,  Gainesville,  Fla. 

Barkley,  Richard  Warren,  220  Broadway,  New  York  City. 

Barnes,  Wiluam  Eddy,  St  Lonis,  Mo. 

Barnett,  George  Ernest,  Johns  Hopkins  University,  Baltimore,  Md. 

Barrett,  Don  Carlos,  Haverford,  Pa, 

Batcheller,  (Mrs.)  Alfred  H.,  55  Commonwealth  Ave.,  Boston, 
Mass. 

Batcheller,  Robert,  North  Brookfield,  Mass. 
tBATES  College,  Lewiston,  Me. 

Beardsley,  Charles,  Clarks,  Neb. 

Beer,  George  Lewis,  329  W.  71st  St,  New  York  City. 

Beer,  William,  Howard  Memorial  Library,  New  Orleans,  La. 

Beller,  Wiluam  Frank,  51  E.  123d  St.,  New  York  City. 

Beman,  Lamar  T.,  1939  E.  86th  St,  Cleveland,  O. 

Bemis,  Edward  Webster,  178  Kensington  St.,  Qeveland,  O. 

Bennett,  J.  M.,  The  Wyandotte,  Columbus,  O. 

Berard,  Eugene  M.,  55  Liberty  St.,  New  York  City. 

Berglund,  Abraham,  State  College,  Pullman,  Washington,  D.  C. 

Berryhill,  James  G.,  iioi  Pleasant  St.,  £)es  Moines,  la. 

Bilgram,  Hugo,  1235  Spring  Garden  St,  Philadelphia,  Pa. 

BiLLQUiST,  Carl  Edward,  ii  Broadway,  New  York  City. 
♦Bixby,  William  Herbert,  508  Federal  Bldg.,  Chicago,  111. 

Black,  James  Wiluam,  56  Pleasant  St,  Waterville,  Me. 

Blackman,  William  Freemont,  Winter  Park,  Fla. 

Blackmar,  Frank  W.,  Lawrence,  Kan. 

Blake,  John  A.  L.,  37  Beacon  St,  Boston,  Mass. 

Blancharo,  Nathan  W.,  Santa  Paula,  Cal. 

Blood,  John  Balch,  10  Post  Office  Square,  Boston,  Mass. 

Blum,  Solouoh,  Johns  Hopkins  University,  Baltimore,  Md. 
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BoDiNE,  Samuel  T.,  Broad  and  Arch  Sts.,  Philadelphia,  Pa. 
{Booio^  LuiGi^  Rome,  Italy. 
BoERNEB,  Arthur  R.,  Cedarburg,  Wis. 
BoGART^  Ernest  Ludlow,  Princeton,  N.  J. 

IBoHM-BAWERK,  EuGEN  von,  III  Beatrix  Gasse,  14  B,  Vienna,  Aus- 
tria. 
BoissEVAiN,  Gideon  Maria,  4  Tesselschadestratt,  Amsterdam,  Hol- 
land. 
BoLLES^  Albert  S.,  Haverford  College,  Haverford,  Pa. 
Bonn,  Max.  I.,  43  Park  Lane,  London,  W.,  England. 
Booth,  Sherman  M.,  1120  Chamber  of  Commerce,  Chicago,  IlL 
BoRG,  Sidney  C,  20  Nassau  St.,  New  York  City. 
fBosTON  Athenaeum,  Beacon  St.,  Boston,  Mass. 
fBosTON  Public  Library,  Copley  Square,  Boston,  Mass. 
fBowDOiN  College,  Brunswidc,  Me. 

♦Bowen,  Clarence  Winthrop,  251  Broadway,  New  Yory  City. 
BowEN,  J.  Chester,  Bureau  of  Labor,  Washington,  D.  C 
♦BowKER,  Richard  Rogers,  298  Broadway,  New  York  City. 
Bowman,  Archibald,  Room  601,  79  Wall  St,  New  York  City. 
Bowman,  Harold  M.,  Dartmouth  College,  Hanover,  N.  H. 
Boyle,  James  Ernest,  University  of  North  Dakota,  N.  D. 
Boynton,  Arthur  J.,  1104  Tennessee  Ave.,  Lawrence,  Kan. 
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Breckenridge,  Roeliff  Morton,  216  Jackson  St.,  W.,  Hamilton. 

Ontario. 
Breed,  W.  J.,  1227  W.  8th  St,  Cincinnati,  O. 
Breedlove,  Joseph  Penn,  Durham,  N.  C 
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Hess,  R.  H.,  419  Stirling  Court,  Madison,  Wis. 

Hewes,  Amy,  Mt  Holyoke  College,  South  Hadley,  Mass. 

HiBBAso,  B.  H.,  Iowa  State  College,  Ames,  Iowa. 

Hicks,  Frederick  Charles,  University  of  Cincinnati,  Cindnnati,  O. 

HiESER,  A.  v.,  320  Race  Ave.,  Lancaster,  Pa. 

Hill,  Joseph  Adna,  Census  Office,  Washington,  D.  C 

Hill,  Wm.,  University  of  Chicago,  Chicago,  IlL 

HiNES,  Walker  D.,  52  William  St.,  New  York  City. 

HiRSH,  Dr.  Karl,  52  Westendstrasse,  Frankfort  a.  M.,  Germany. 

HiSHiDA,  S.  G.,  care  Major  H.  Hishida,  Takagicho,  Awoyama, 

Tokio,  Japan. 
Hitchcock,  Frank  Harris,  Cosmos  Qub,  Washington,  D.  C. 
HoBSON,  John  Atkinson,  Elmstead,  Limpsfield,  Surrey,  England 
Hoffman,  F^derick  L.,  Prudential  Ins.  Co.,  Newark,  N.  J. 
HoLDSWORTH,  JoHN  Thom,  Drexel  Institute,  Philadelphia,  Pa. 
Holland,  Arthur,  62  Main  St,  Concord,  Mass. 
Hollander,  Jacob  H.,  Johns  Hopkins  University,  Baltimore,  Md. 
Holman,  Frederick  V.,  P.  O.  Box  504,  Portland,  Oregon. 
Holmes,  George  K,  Dept  of  Agr.,  Washington,  D.  C 
Holt,  Henry,  29  W.  23d  St.,  New  York  City. 
Horne,  Perley  Leonard,  Kamehameha  Schools,  Honolulu,  H.  T. 
Hotchkiss,  Willard  Eugene,  Evanston,  IlL 
HouRWiCH,  Isaac  A.,  302  Broadway,  New  York  City. 
Houston,  David  F.,  2304  San  Antonio  St.,  Austin,  Texas. 
^Houston,  Samuel  Frederic,  Chestnut  Hill,  Philadelphia,  Pa. 
Howard,  Burt  Estes,  2823  Orchard  Ave.,  Los  Angeles,  CaL 
Howard,  Earl  Dean,  Xx>gan  Hall,  University  of  Pennsylvania, 

Philadelphia,  Pa. 
Howe,  F^kederic  Clemson,  929  Garfield  Bldg.,  Qeveland,  O. 
Howe,  Samuel  T.,  1925  West  St,  Topeka,  Kansas. 
HoxiE,  Robert  F.,  6649  Woodlawn  Ave.,  Chicago,  111. 
Hubbard,  Willlam  Paluster,  1421  Chapline  St.,  Wheeling,  W.  Va. 
HuBERicH,  Charles  Henry,  Austin,  Texas. 
Hughes,  Charles  Evans,  96  Broadway,  New  York  City. 
Hull,  Charles  Henry,  Ithaca,  N.  Y. 
Hunt,  William  C,  Census  Office,  Washington,  D.  C 
Hunter,  Arthur,  346  Broadway,  New  York  City. 
Huntington,  Charles  C,  Bureau  of  Corporations,  Washington, 

D.  C 
Huntington,  Francis  C,  54  William  St,  New  York  City. 
tHuRD,  George  R,  Glasgow,  Mont 
HuRD,  Richard  M.,  47  Liberty  St,  New  York  City. 
Hutchinson,  Lincoln,  Faculty  Club,  Berkeley,  Cal. 
Hyde,  John,  Department  of  Agriculture,  Washington,  D.  C. 
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tiDAHO,  University  of,  Moscow,  Id 

tiKEDA,  HiDEZO,  2/  Masagocho,  Kongo,  Tokio,  Japan. 

*Iles,  George,  Public  Library,  Ottawa,  Ontario,  Canada. 

tiLLiNois,  University  of.  Champaign,  IlL 

tlNDiANA  State  Library,  Indianapolis,  Ind. 

tiNDiANA  University,  Bloomington,  Ind. 

tiNDiANAPOLis  PuBUC  LIBRARY,  Indianapolis,  Ind. 

Insull,  Samuel,  139  Adams  St,  Chicago,  IlL 
tlowA  State  College,  Ames,  la. 
tlowA  State  Library,  Des  Moines,  la. 
tlowA  State  Normal  School,  Cedar  Falls,  la. 
tlowA  State  University,  Iowa  City,  la. 
♦Irvhn,  Dxjblby  M.,  71  Board  of  Trade,  Buffalo,  N.  Y. 

Jackson,  Alexander,  149  Marcy  Ave.,  Qeveland,  O. 

Jacobson,  Maurice,  1335  F  St,  Washington,  D.  C 
*James,  Edmund  Janes,  .University  of  Illinois,  Urbana,  IlL 

Janschul,  J.,  Moika  82,  St  Petersburg,  Russia. 
♦Jayne,  Henry  Labarre,  503  Chestnut  St,  Philadelphia,  Pa. 

Jeffrey,  Joseph  Andrew,  581  R  Town  St,  Columbus,  O. 

Jenks,  Jeremiah  Whipple,  2  South  Ave.,  Ithaca,  N.  Y. 
tjERSEY  City  Free  Library,  Jersey  City,  N.  J. 

Jevons,  Thomas  R,  1301  Produce  Exchange,  New  York  City. 

JoHANNSEN,  N.,  iisi  Pacific  St,  Brooklyn,  N.  Y. 
tJoHN  Crerar  Library,  Chicago,  111. 
tJoHNs  Hopkins  University,  Baltimore,  Md. 

Johnson,  Alvin  Saunders,  Columbia  University,  New  York  Qty. 

Johnson,  Emory  Richard,  University  of  Pennsylvania,  Philadd- 
phia,  Pa. 

Johnson,  Joseph  French,  Washington  Sq.,  New  York  City. 

Johnson,  Pleasant  L.,  Hastings,  Neb. 

Johnson,  William  C,  149  Broadway,  New  York  Qty. 

Johnson,  Wiluam  Eugene,  Laurel,  Md. 

Jones,  Edward  D.,  Ann  Arbor,  Mich. 

Jones,  Frederick  Robertson,  Bryn  Mawr  College,  Bryn  Mawr,  Pa. 

Jones,  Mrs.  Rowena,  Jonesville,  La. 

Joseph,  Samuel,  153  Clinton  St.,  New  York  City. 

Judson,  Frederick  Renton,  500-506  Rialto  Bldg.,  St  Louis,  Mo. 

JusTi,  Herman, '913-916  Fisher  Bldg.,  Van  Buren  and  Dearborn 

Sts.,  Chicago,  111. 
tKANSAS  City  Pubuc  Library,  Kansas  Qty,  Mo. 
tKANSAS  State  Normal  School,  Emporia,  Kan. 
tKANSAS,  University  op,  Lawrence,  Kan. 

Kashara,  Sho,  care  of  B.  Kashara,  4  Akasaka,  Omote  4  chome, 
Tokio,  Japan. 

Keasbey,  Lindley  MnuER,  University  of  Texas,  Austin,  Texas. 
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Keith,  John  Meigs,  San  Jos^,  Costa  Rica,  Central  America. 

Kelley,  John  R,  284  West  Housatonic  St.,  Pittsfield,  Mass. 
♦Kelsey,  Franos  Willey,  826  Tappan  St,  Ann  Arbor,  Mich. 

Kem  MERER,  Edwin  W.,  Goldwin  Smith  Hall,  Ithaca,  N.  Y. 

Kennan,  Kossuth  Kent,  935  Cambridge  Ave.,  Milwaukee,  Wis. 

Kennedy,  James  B.,  Wells  College,  Aurora,  N.  Y. 

Kennedy,  J.  Wilmer,  2  Emmett  St,  Newark,  N.  J. 

Kent,  William,  12  Sherman  St,  Chicago,  111. 
♦Keynes,  John  Neville,  6  Harvey  Road,  Cambridge,  England. 

Keyser,  Robert  Brent,  5  Hopkins  Place,  Baltimore,  Md. 

Kidder,  Camillus  G.,  27  William  St.,  New  York  City. 

KiLBOURNE,  James,  604  E.  Town  St,  Columbus,  O. 

KnxEBREW,  Joseph  Buckner,  R.  F.  D.  No.  i,  Guthrie,  Ky. 

Kilpatrick,  Thomas,  3100  Chicago  St,  Omaha,  Neb. 

KiME,  Virgil  M.,  University  of  Michigan,  Ann  Arbor,  Mich. 

KiNGHORN,  Henry  B.,  P.  O.  Box  748,  New  York  City. 

Kiin^Y,  David,  Champaign,  111. 

Kinosita,  Yetaro,  19  Shinsakanacho,  Kiobashi,  Ku,  Tokio,  Japan. 

Kinsman,  Delos  O.,  State  Normal  School,  Whitewater,  Wis. 

Kirk,  William,  Brown  University,  Providence,  R.  I. 

Kleene,  Gustav  a..  Trinity  College,  Hartford,  Conn. 

Klein,  Jacob,  902  Rialto  Bldg.,  St  Louis,  Mo. 

Knapp,   Martin  Augustine,   Interstate   Commerce   Commission, 
Washington,  D.  C 

Knight,  George  Wells,  Ohio  State  University,  Columbus,  O. 

KoHLER,  Max  J.,  622  W.  114th  St.,  New  York  City. 

KoisuMi,  S.,  care  Nakamura,  826  Fifth  St,  San  Diego,  CaL 

KuczYNSKi,  Robert  K,  Thiergarten,  Schoensberg,  Berlin,  47  Spon- 
holzstrasse,  Germany. 

KuRSHEEDT,  Manuel  AUGUSTUS,  302  Broadway,  New  York  City. 

Laughlin,  J.  Lawrence,  University  of  Chicago,  Hyde  Park  Station, 
Chicago,  111. 

Lauterbach,  Edward,  22  William  St,  New  York  City. 
♦Lea,  Henry  Charles,  2000  Walnut  St,  Philadelphia,  Pa. 

Lee,  Ivy  Ledbetter,  22  Buckingham  Road,  Brooklyn,  N.  Y. 

Leeds,  Charles  H.,  50  Suburban  Ave.,  Stamford,  Conn. 
♦Leeson,  J.  R.,  P.  O.  Box  2221,  Boston,  Mass. 
tLELAND  Stanford  Jr.  University,  Palo  Alto,  Cal. 

LeRossignol,  Jambs   Edward,  University  of  Denver,  University 

Park,  Col. 
{Leroy-Beaulieu,  Paul,  College  de  France,  Paris,  France. 
ILevasseur,  PiERRE-fiMiLE,  26  Ruc  Monsieur-le-Princc,  Paris,  France. 

Levy,  Raphael  George,  26  Ave.  Victor  Hugo,  Paris,  France. 

Lewis,  Burdette  G.,  519  E.  Buffalo  St,,  Ithaca,  N.  Y. 

Lindsay,  Samuel  McCune,  Columbia  University,  New  York  City. 
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LiPMAN,  F.  L.,  care  Wells  Fargo  Nevada  National  Bank,  San  Fran- 
cisco, CaL 

LippiNCOTT,  Hasqld  E.,  Surrogate's  G>urt,  G>mity  G>urt  House, 
New  York  City. 

LocKHAST,  Oliver  Gary,  303  Huestis  St,  Ithaca,  N.  Y. 

LoEB,  IsiDOR,  G>lumbia,  Mo. 
fLoESCHER  AND  Co.,  307  Corso  Umberto  i,  Rome,  Italy. 

LoewY,  Benno,  206  Broadway,  New  York  City. 

Logan,  James,  76  Grove  St.,  Worcester,  Mass. 

LooNEY,  William  Henry,  Union  Mutual  Building,  Portland,  Me. 

Loos,  Isaac  Althus,  Iowa  City,  la. 

LosENZ,  Max  Otto,  221  N.  Bassett  St,  Madison,  Wis. 
tLos  Angeles  Pubuc  Library,  Los  Angeles,  CaL 
^LoucHHEiM,  Samuel  K,  West  End  Trust  Building,  Cor.  Broad 
St  and  S.  Penn  Square,  Philadelphia,  Pa. 

Lough,  W.  H.,  Jr.,  32  Waverley  Place,  New  York  City. 
fLouisviLLE  Free  Pubuc  Library,  Louisville,  Ky. 
♦Low,  Seth,  30  E.  64th  St,  New  York  City. 

LowsEN,  Fkank  O.,  184  LaSalle  St,  Chicago,  IlL 

LowRY,  John  C,  12JS  S.  19th  St,  Philadelphia,  Pa. 

Lublam,  Charles  S.,  30  Broad  St,  New  York  City. 

LuRTON,  Freeman  Ellsworth,  Supt  City  Schools,  521  Eighth  St, 
So.  Moorhead,  Minn. 

Lyman,  Arthur  Theodore,  P.  O.  Box  1717,  Boston,  Mass. 

McCcttMiCK,  Alexander  A.,  Thg  Star,  Indianapolis,  Ind. 

McCoRMiCK,  Harold  F.,  215  Dearborn  St,  Chicago,  111. 

McCoRMiCK,  Samuel  B.,  703  Home  Trust  Bldg.,  Pittsburg,  Pa. 

McCrea,  Roswell  Cheney,  Roselle,  N.  J. 

McDonald,  Hector  N.,  901  Dovercourt  Road,  Toronto,  Ont,  Can. 
♦McDuFFiE,  John,  182  Central  St.,  Springfield,  Mass. 

MacFarlane,  Charles  William,  52d  and  Market  Sts.,  Philadel- 
phia, Pa. 

Macfarlane,  John  J.,   Philadelphia  Museum,  34  Vintage  Ave, 
Philadelphia,  Pa. 

MacGill,  Carqune  Euzabeth,  Rockford  College,  Rockford,  Ind. 

Magregor,  David  H.,  Trmity  College,  Cambridge,  England. 

McKenzie,  Fayette  A.,  Ohio  State  University,  Columbus,  O. 

McLain,  John  Scudder,  1710  Dupoint  Ave.,  S.,  Minneapolis,  Minn. 

McLean,  Francis  Herbert,  69  Schermerhom  St.,  Brooklyn,  N.  Y. 

McLean,  James  Alexander,  Moscow,  Ida. 

McLean,  Simon  James,  Toronto  University,  Canada. 

McNulty,  John  J.,  College  of  the  City  of  New  York,  New  York 
City. 

Macomber,  a.  R,  224  Spitzer  Bldg.,  Toledo,  O. 
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McPherson,  Logan  Grant,  Staten  Island  Qub,  New  Brighton, 
S.L,  N.  Y. 

MacRae,  Farquhar,  68  William  St.,  New  York  City. 

MacRae,  Hugh,  Wilmington,  N.  C. 

MacVeagh,  Franklin,  29  Wabash  Ave.,  Chicago,  111. 
♦MacVeagh,  Wayne,  Brookfield  Farm,  Bryn  Mawr,  Pa. 

McVey,  Frank  Lerond,  822  7th  St,  S.  E.,  Minneapolis,  Minn. 

Macy,  V.  EvRiT,  68  Broad  St,  New  York  City. 
tMAiNE,  UuivERSiTY  OP,  Ofono,  Mc. 
tMALDEN  Public  Library,  Maiden,  Mass. 

Maltbie,  Milo  Roy,  512  W.  151st  St,  New  York  City. 

Manson,  Lester  C,  Bureau  of  the  Census,  Washington,  D.  C. 
♦Marburg,  Theodore,  14  W.  Mt.  Veraon  Place,  Baltimore,  Md. 

Marks,  Marcus  M.,  687  Broadway,  New  York  City. 

Marks,  Martin  A.,  1886  E.  93d  St,  Qeveland,  O. 
{Marshall,  Alfred,  Cambridge,  England. 

Marshall,  Leon  Carroll,  University  of  Chicago,  Chicago,  111. 

Martin,  John,  Grymes  Hill,  S.  I.,  N.  Y. 

Martin,  R.  W.,  25  Nassau  St,  New  York  City. 

Martin,   Selden   Osgood,   Bureau  of  Corporations,  Washington, 
B.C. 

Mason,  Augustus  Lynch,  37  Fitzgerald  Bldg.,  Indianapolis,  Ind. 

tMASSACHUSETTS  INSTITUTE  OP  TECHNOLOGY,  BostOn,  MaSS. 

tMASSACHUSETTS  State  LIBRARY,  State  House,  Boston,  Mass. 

Mathews,  Byron  C,  City  High  School,  Newark,  N.  J. 

Mayer,  Levy,  care  of  Moran,  ICraus  &  Mayer,  Chicago,  111. 

Maynard,  Archibald  B.,  University  of  South  Dakota,  Vermillion, 

S.  D. 
IMechanics'  Institute,  31  Tost  St,  San  Francisco,  Cal. 

Mbck,  Alexander  von,  Moscow  and  Kazan  Railway,  Moscow, 

Russia. 
fMEDFORD  Public  Library,  Medford,  Mass. 

Meeker,  Royal,  Princeton,  N.  J. 
tMERCANTiLE  LIBRARY,  Astor  Place,  New  York  City. 
fMERCANTiLE  LIBRARY,  Broadway  and  Locust  St,  St  Louis,  Mo. 

Merriam,  a.  R.,  314  Collins  St,  Hartford,  Conn. 

Merrifield,  Webster,  University,  N.  D. 

Merriman,  James  D.,  141  Broadway,  New  York  City. 

Metcalf,  Henry  Clayton,  Tufts  College,  Mass. 

Meyer,  Balthasar  Henry,  Univ.  of  Wisconsin,  Madison,  Wis. 

Michael,  Charles  W.,  Ferryman,  Hartford  Co.,  Md. 
fMicHiGAN  Agricultural  College,  Agricultural  P.  O.,  Ingham  Co., 

Mich. 
fMiCHiGAN  State  Lorary,  Lansmg,  Mich. 
tMiCHiGAN,  University  op,  Ann  Arbor,  Mich. 
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MiwiLETON,  Joseph  Henry,  State  Dcpt  of  Labor,  Albany,  N.  Y. 

MiKAMi,  Ds.  K,  22  via  Pctraca,  Milan,  Italy,  care  Japanese  Section. 

MiKANi,  YosHiNAGA,  care  Mitsui  &  G>.,  Osaka,  Japan. 

MiKKELSEN,  Michael  Andrew,  992  Simpson  St,  New  York  City. 

Miller,  Adolph  Caspar,  Berkeley,  Cal. 

Miller,  George  P.,  102  Wisconsin  St.,  Milwaukee,  Wis. 

Miller,  J.  E.,  1849  C  St,  Lincoln,  Neb. 

Miller,  Wallace  Elden,  225  Orchard  Ave.,  Lebanon,  Ohio. 

Miller,  Whjjam  Wilson,  501  Fifth  Ave.,  New  York  Qty. 

MiLLiCAN,  Alfred  Clay,  Greenville,  IlL 

Million,  John  W.,  Mexico,  Mo. 

Millis,  Harry  Alvin,  751  Channing  St,  Palo  Alto,  Cat 

Mills,  Herbert  Elmer,  Pougfakeepsie,  N.  Y. 
tMiLWAUKEE  PuBUC  LIBRARY,  Milwaukee,  Wis. 
fMiNNEAPCHJs  PuBUc  LIBRARY,  Minneapolis,  Minn. 
tMiNNEsoTA,  University  of,  Minneapolis,  Minn. 
tMiNNESOTA  Tax  Commission,  State  Capitol,  St  Paul,  Minn. 
fMissouRi,  University  of,  Columbia,  Mo. 

MiscHAUD,  Thron,  68  Rue  Royale,  Bruxelles,  Belgium. 

Mitchell,  James  Ennis,  Alma,  Mich. 

MncHELL,  Wesley  Clair,  2622  Regent  St.,  Berkeley,  Cal. 
MixTER,  Charles  Whitney,  57  Buell  St.,  Burlington,  Vt 
Moffett,  Samuel  Erasmus,  16  Archer  Ave.,  Mount  Vernon,  N.  Y. 
MoMSSN,  Hart,  Census  Office,  Washington,  D.  C 
MoNiN,  Louis  Celestin,  Armour  Institute  of  Technology,  Chicago, 

IlL 
Moody,  John,  Cranford,  N.  J. 
MooNEY,  William  A.,  Columbus,  Ind. 
MoQBE,  Frederick  Wightman,  Nashville,  Tenn. 
Moore,  Henry  Ludwell,  501  W.  120th  St,  New  York  Qty. 
Moore,  Robert,  Laclede  Bldg.,  St  Louis,  Mo. 
MoRAN,  Thomas  A.,  476  N.  State  St.,  Lincohi  Park  St.,  Chicago,  III 
MoRMAN,  James  B.,  Kensington,  Md. 
Morris,  Frank  Richard,  301  Pleasant  St.,  Bennington,  Vt 
MosELY,  Edward  Augustus,  1113  Sixteenth  St,  N.  W.,  Washing- 
ton, D.  C. 
Motley,  James  Marvin,  Leland  Stanford  Univ.,  Palo  Alto,  Cal. 
MouRASsi,    Harouo,    Harukimatchi    Santchome,    Hongo,    Tokio, 

Japan. 
MoYNAHAN,  George  S.,  ioi  Milk  St,  Boston,  Mass. 
MuHLEMAN,  Maurice  Louis,  15  William  St,  New  York  Qty. 
MuHSB,  Albert  Charles,  Bureau  of  Corporations,  Washington, 

D.  C 
MuNROE,  James  Phinney,  77-79  Summer  St.,  Boston,  Mass. 
Mussey,  Henry  Raymond,  University  of  Penn.,  Philadelphia,  Pa. 
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Myers,  Wiixiam  Starr,  26  Bank  St.,  Princeton,  N.  J. 

Nagel,  Charles,  Security  Bldg.,  St.  Louis,  Mo. 

Nakagawa,  S.,  Furnkawa  Mining  Co.,  Tokio,  Japan. 
tNEBRASKA  State  Library,  Lincoln,  Neb. 
tNEBRASKA,  University  of,  Lincoln,  Neb. 

Neeb,  Charles  W.,  P.  O.  Box  127,  Pittsburg,  Pa. 

Needham,  Charles  Willis,  1420  H  St.,  Washington,  D.  C. 

Nelson,  Henry  Loomis,  Williamstown,  Mass. 
tNEWARK  Public  Library,  Newark,  N.  J. 
tNEW  Bedford  Public  Library,  New  Bedford,  Mass. 
tNEWBERRY  Library,  Chicago,  111. 

Newcomb,  Harry  Turner,  Room  700,  Bond  Bldg.,  Washington, 
D.  C. 

Newcomb,  Simon,  1620  P  St,  Washington,  D.  C. 
tNEW  Hampshire  State  Library,  Concord,  N.  H. 
tNEW  York  Pubuc  Library,  40  Lafayette  PL,  New  York  City. 
tNEW  York  State  Library,  Albany,  N.  Y. 
tNEW  York  University  Library,  Univ.  Heights,  New  York  City. 

NiELL,  Charles  P.,  Department  of  Labor,  Washington,  D.  C 

North,  S.  Newton  Dexter,  Census  Office,  Washington,  D.  C 
tNoRTH  Carolina,  University  of.  Chapel  Hill,  N.  C. 
tNoRTH  Dakota  Public  Library  Commission,  Bismarck,  N.  D. 
tNoRTHWESTERN  UNIVERSITY,  Evanston,  111. 

Norton,  Fred  Lewis,  434  Tremont  Bldg.,  Boston,  Mass. 

Norton,  J.  Pease,  563  Orange  St.,  New  Haven,  Conn. 

NoYES,  Alexander  Dana,  Evening  Post,  New  York  Qty. 
tOBERLiN  College,  Oberlin,  O. 
tOnio  State  Library,  Columbus,  O. 
tOnio  State  University,  Columbus,  O. 
tOnio  Wesleyan  University  Library,  Delaware,  O. 
tOKLAHOMA,  University  of,  Norman,  Okla. 

Olcott,  W.  Harry,  Census  Office,  Washington,  D.  C. 
tOMAHA  Public  Library,  Omaha,  Neb. 
tONTARio  Legislative  Library,  Toronto,  Ont.,  Canada. 

Osborne,  Thomas  Mott,  Auburn,  N.  Y. 

Osgood,  Ray  Clifton,  care  First  Trust  and  Savings  Bank,  First 
National  Bank  Bldg,  Chicago,  111. 
tOsHiMA,  K.,  Formosan  Government,  Formosa,  Japan. 

Owen,  Thos.  M.,  Alabama  Department  of  Archives  and  History, 
Montgomery,  Ala. 

Page,  Edward  D.,  238  E.  15th  St.,  New  York  City. 

Page,  Thomas  Walker,  University  of  Virginia,  Charlottesville,  Va. 

Paine,  Robert  Treat,  6  Joy  St.,  Boston,  Mass. 
♦Palgrave,  Robert  Harry  Inglis,  Henstead  Hall,  Wrentham,  Suf- 
folk, England. 
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Park,  George  Arthur,  Louisville  &  Nashville  R.  R.,  Louisville,  Ky. 

Parker,  Francis  W.,  1410  Marquette  Bldg.,  Chicago,  111. 

Parmelee,  Juuus  H.,  53  Lake  Place,  New  Haven,  Conn. 

Parris,  (Miss)  Marion,  Bryn  Mawr,  Pa. 

Parrish,  Leonard  Woods,  Cedar  Rapids,  la. 

Patten,  Frank  Chauncy,  Rosenberg  Library,  Galveston,  Texas. 
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Wright,  Chester  Whitney,  University  of  Chicago,  Chicago,  111. 

Wright,  Herbert  C,  Scarsdale,  N.  Y. 

WuLSiN,  LuciEN,  142  W.  4th  St.,  Cincinnati,  O. 

Wyckofp,  Garrett  P.,  Grinnell,  la. 

Wyckoff,  Walter  Augustus,  Princeton,  N.  J. 

Yarros,  Victor  S.,  Hull  House,  335  Halsted  St,  N.  Stetion,  Chi- 
cago, 111. 

Young,  Allyn  A.,  Stanford  University,  Cal. 

Young,  Frederic  George,  Eugene,  Ore. 

Zartman,  Lester  W.,  100  Brownell  St.,  New  Haven,  Conn. 
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THE  TWENTIETH  ANNUAL  MEETING, 


The  Twentieth  Annual  Meeting  of  the  American 
Economic  Association  was  held  at  Madison,  Wisconsin, 
December  28-31,  1907,  under  the  auspices  of  the  Uni- 
versity of  Wisconsin.  The  American  Historical  Asso- 
ciation, the  American  Political  Science  Association,  the 
American  Sociological  Society,  the  American  Society  for 
Labor  Legislation,  and  the  Mississippi  Valley  Historical 
Association  met  at  the  same  time  and  place.  The 
American  Economic  Association  held  three  joint  ses- 
sions, one  with  the  American  Sociological  Society,  on 
Saturday  evening,  Dec.  28;  the  second  with  the  Ameri- 
can Association  for  Labor  Legislation,  on  Monday 
morning,  Dec.  30;  the  third  with  the  American  Political 
Science  Association,  Tuesday  morning,  Dec.  31. 

The  following  names  were  entered  on  the  register 
of  the  Economic  Association,  and  there  were  others  in 
attendance  who  failed  to  register. 

Andrew,  A.  Piatt,  Cambridge,  Mass. 

Andrews,  Geo.  F.,  68  Boylston  St.,  Boston  Mass. 

Arbuthnot,  C.  C,  Cleveland,  Ohio. 

Baldwin,  Simeon  E.,  New  Haven,  Conn. 

Boynton,  Arthur  J.,  Lawrence,  Kan. 

Bradley,  Marie  M.,  821  Marshal  St.,  Portland,  Ore. 

Brindley,  John  E.,  Ames,  Iowa. 

Brownson,  Howard  A.,  Champaign,  111. 

Burchell,  D.  E.,  Univ.  of  Wisconsin,  Madison,  Wis. 

Butterfield,  Kenyon  L.,  Amherst,  Mass. 

Caldwell,  H.  W.,  Univ.  of  Nebraska,  Lincoln,  Neb. 

Cance,  A.  E.,  Madison,  Wis. 

Carlton,  Frank  T.,  Albion,  Mich. 
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Carmon,  Geo.  N.,  Chicago,  111. 

Carver,  T.,  Cambridge,  Mass, 

Chapin,  R.  C,  Beloit  College,  Beloit,  Wiss. 

Qow,  F,  R.,  Oshkosh,  Wis. 

Commons,  J.  R.,  Madison,  Wis. 

Cooley,  C.  H.,  Ann  Arbor,  Mich. 

Coulter,  J.  L.,  Madison,  Wis. 

Cummings,,  John,  Univ.  of  Chicago,  Chicago,  111. 

Custis,  Vandeveer,  Seattle,  Wash. 

Daniels,  W.  M.,  Princeton,  N.  J. 

Davenport,  F.  M.,  Qinton,  N.  Y. 

Davenport,  H.  J.,  13  North  Hall,  Univ.  of  Chicago,  111. 

Davis,  A.  W.  T.,  Cambridge,  Mass. 

Deiblen,  F.  S.,  Evanston,  111. 

Devine,  Edward  T.,  105  East  22d  St.  New  York  City. 

Dewey,  Davis  R.,  Boston,  Mass. 

Dickerson,  Oliver  Morton,  Macon,  111. 

Ely,  Richard  T.,  Univ.  of  Wisconsin,  Madison,  Wis. 

Fairlie,  John  A.,  Ann  Arbor,  Mich. 

Fillebrown,  C.  B.,  68  Essex  St.,  Boston,  Mass. 

Fetter,  Frank  A.,  Ithaca,  New  York. 

Fisher,  Irving,  460  Prospect  St.,  New  Haven,  Conn. 

Fisk,  G.  M.,  Univ.  of  111,  Champaign,  111. 

Field,  Jas.  A.,  Cambridge,  Mass. 

Flux,  A.  W.,  McGill  Univ.,  Montreal. 

Folwell,  Wm.  W.,  1020  Fifth  St.,  Minneapolis,  Minn. 

Foote,  Allen  R.,  Columbus,  Ohio. 

Frees,  H.  H.,  Mount  Vernon,  Iowa. 

Gephart,  W.  F.,  Colimibus,  Ohio. 

Giddings,  Franklin  H.,  150  West  79th  St,  N.  Y.  City. 

Gillet,  A.  D.,  Superior,  Wis. 

Glenn,  John  M.,  30  Broad  St.,  New  York  City. 

Gray,  John  H.,  406  nth  Ave., S.E.Minneapolis,  Minn. 

Hagerty,  J.  E.,  Columbus,  Ohio. 

Hahn,  Edgar  A.  Cleveland,  Ohio. 
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Halsey,  John  J.,  Lake  Forest,  111. 

Hammond,  M.  B.,  Columbus,  Ohio. 

Hancock,  G.  D.,  Madison,  Wis. 

Haney,  L.  H.,  Iowa  City,  Iowa. 

Havighorst,  F.  A.,  Appleton,  Wis. 

Hatten,  W.  H.,  New  London,  Wis. 

Hayes,  K  C,  Univ.  of  Illinois,  Urbana,  111. 

Henderson,  C.  R.,  Univ.  of  Chicago,  Chioago,  111. 

Hess,  R.  H.,  Madison,  Wis. 

Hibbard,  B.  H.,  Ames,  Iowa. 

Hill,  Wm.,  5728  Madison  Ave.,  Chicago,  111. 

Hollander,  Jacob  H.,  Baltimore,  Md. 

Horack,  L.  E.,  U.  of  Iowa,  222  Bloomington  St.,  Iowa 

City,  Iowa. 
Hotchkiss,  W.  E.,  Chicago,  111. 
Howard,  Earl,  Dean  Northwestern  Univ.,  Evanston, 

111. 
Hoxie,  R.  F.,  Chicago,  111. 
Jenks,  J.  W.,  Ithaca,  New  York. 
Jones,  E.  D.,  Ann  Arbor,  Mich. 
Johnson,  A.  S.,  Lincoln,  Neb. 
Judson,  Frederick  N.,  St.  Louis,  Mo. 
Justi,  Herman,  Chicago,  III. 
Kime,  Virgil  M.,  Ann  Arbor,  Mich. 
Kinsman,  D.  O.,  Whitewater,  Wis. 
Kirk,  Wm.,  Providence,  Rhode  Island. 
Knight,  G.  W.,  Colimibus,  Ohio. 
Laughlin,  J.  Lawrence,  Univ.  of  Chicago,  Chicago,  111. 
Liefman,  Rob't,  Freiburg  i.  Baden,  Ger. 
Loos,  Isaac  A.,  Iowa  City,  Iowa. 
Lough,  W.  H.  Jr.,  New  York  City. 
McCormick,  S.  B.,  Pittsburg,  Pa. 
McCrea,  Roswell  C,  New  York  City. 
MacGill,  Caroline  E.,  Rockford  College,  Rockford,  Me. 
McKitrick,  R.,  Madison,  Wis. 


Digitized  by 


Google 


34 


McVey,  Frank  L.,  Minneapolis,  Minn. 

Meyer,  B.  H.,  1937  Arlington  Place,  Madison,  Wis. 

Millet,  P.  H.,  137  West  s8th  St.,  New  York  City. 

Millican,  Alfred  C,  Greenville,  111. 

Moore,  Frederick  W.,  Nashville,  Tenn. 

Mussey,  H.  R.,  University  of  Pennsylvania. 

Osborne,  Thos.  M.,  Auburn,  N.  Y. 

Parker,  Edward  C,  Asst.  Agr.  Minn.  Exp.  Sta.,  1272 

County  Road,  St.  Paul,  Minn. 
Parish,  I.  W.,  Cedar  Falls,  Iowa. 
Patton,  Eugene  B.,  Rochester  N.  Y. 
Peck,  W.  C,  Washington,  D.  C,  U.  S.  Dept.  of  Agri. 
Plehn,  Carl  C,  2300  Waring  St.,  Berkeley,  Cal. 
Phelan,  Ra3miond  V.,  U.  of  Minn.  Minneapolis,  Minn. 
Phillips,  John  B.,  Univ.  of  Col.,  Boulder,  Col. 
Price,  W.  H.,  Madison,  Wis. 
Putnam,  J.  W.,  Columbia,  Mo. 
Robinson,  E.  D.,  Univ.  of  Minn.,  1213  Seventh  St., 

S.  E.,  Minneapolis  City,  Minn. 
Robinson,  Maurice,  Urbana,  111. 
Ryan,  John  A.,  St.  Paul  Seminary,  St.  Paul,  Minn. 
Sanborn,  John  B.,  Madison,  Wis. 
Seager,  H.  R.,  New  York  City. 
Smalley,  Harrison  S.,  Ann  Arbor,  Mich. 
Smith,  J.  Allen,  4533  isth  Ave.,  N.  E.  Seattle,  Wash. 
Spencer,  C.  W.,  Princeton,  N.  J. 
Stephens,  H.  Morse,  Univ.  of  Cal.,  Berkeley,  Cal. 
Sumner,  Helen  L.,  Denver,  Col. 
Taylor,  A.  W.,  Madison,  Wis. 
Taylor,  Graham,  180  Grand  Ave.,  Chicago,  111. 
Taylor,  Henry  C,  Univ.  of  Wisconsin,  Madison,  Wis. 
Thompson,  John  J.,  Urbana,  111. 
Todd,  Edwin  S.,  Oxford,  Ohio. 
Towne,  E.  T.,  Northfield,  Mass. 
Tuttle,  Chas.  A.,  Craws fordville,  Ind. 
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Urdahl,  T.  K.,  Lexington,  Va. 

Veditz,  C.  W.  A.,  Washington,  D.  C 

Vickers,  E.  H.,  2  Nichome,  Mita,  Shiba,  Tokyo,  Japan. 

Virtue,  G.  V.,  Winona  Normal,  Winona,  Minn. 

Weatherly,  U.  G.,  U.  of  Indiana,  Bloomington,  Ind. 

Weston,  N.  A.,  Champaign,  111. 

White,  Peter,  Marquette,  Mich. 

Willcox,  W.  R,  Ithaca,  N.  Y. 

Wildman,  W.  S.,  Columbia,  Mo. 

Willoughby,  W.  W.,  Baltimore,  Md. 

Wilgus,  J.  A.,  Platteville,  Wis. 

Wood,  Stuart,  Philadelphia,  Pa. 

Wolfe,  A.  B.,  Oberlin,  Ohio. 

Wright,  C.  W.,  39  Hitchcock  Hall,  Univ.  of  Chicago, 

Chicago,  111. 
Wyckoff,  G.  P.,  Grinnell,  Iowa. 
Young,  F.  G.,  Univ.  of  Oregon,  Eugene,  Ore. 


PROGRAM. 
First  Session — Saturday,  December  28,  10  A,  M. 

ECONOMIC  THEORY. 

North  Museum  Hall,  State  Historical  Library  Building. 

Are  Savings  Income?    Irving  Fisher,  Yale  University. 

Discussion  by  Winthrop  M.  Daniels,  Princeton  University ;  Frank 
A.  Fetter,  Cornell  University;  Fred  M.  Taylor,  Michigan 
University;  Herbert  J.  Davenport,  Chicago  University; 
Robert  Liefmann,  University  of  Freiburg,  i.  B. 

General  Discussion. 

12M.    Business  Meeting.    Appointment  of  Committees. 

Saturday  Afternoon,  December  28,  2  PM, 

ROUND  TABLE  MEETINGS. 

Room  125,  Library  Building. 
I.    Agricultural  Economics.    Chairman,  Thomas  N.  Carver,  Har- 
vard University. 
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Discussion  opened  by  Kenyon  L.  Buttkrfield,  Massachusetts 
Agricultural  College,  Amherst,  Mass.;  L.  G.  Powers,  Cen- 
sus Office,  Washington,  D.  C. ;  Henry  C  Taylor,  University 
of  Wisconsin,  Madison ;  R.  P.  Teele,  U.  S.  Dept  of  Agri- 
culture; F.  W.  Blackmar,  University  of  Kansas;  John  G. 
Thompson,  University  of  Illinois. 

Lecture  Room,  Library  Building. 

2.  Transportation :  The  Basis  of  Reasonable  Railway  Rates.    Chair- 

man, Balthasar  H.  Meyer,  University  of  Wisconsin. 
Discussion  opened  by  Halford  Erickson,  Railroad  Commission 
of  Wisconsin;  Harrison  S.  Smallxy,  University  of  Michi- 
gan. 

At  4  P.  M. 

South  Museum  Hall,  Library  Building. 

3.  Money  and  Banking:  The  asset  currency  plan  of  the  Americas 

Bankers'  Association.    Chairman,  Davis  R.  Dewey,  Massa- 
chusetts Institute  of  Technology. 
Discussion  opened  by  William  A.  Scott,  University  of  Wis- 
consin; Joseph  Chapman,  Jr.,  Minneapolis. 

Lecture  Room,  Library  Building. 

4.  Agreements  in  Political  Economy.    Chairman,  C  B.  Fillebrowv 

Boston. 
Discussion  opened  by  Jacob  H.  Hollanisr,  Johns  Hopkins  Uni- 
versity; and  Thomas  N.  Carver,  Harvard  University. 

Third  Session — Saturday  Evening,  December  28,  8  P.  M, 

JOINT  SESSION  with  AMERICAN  SOaOLOGICAL  SOCIETY. 

Room  165,  University  Hall. 
Hon.  William  F.  Vilas,  Presiding. 

Annual    Address:    The    Principles    of    Government    Control    of 

Business:  Jeremiah  W.  Jenks,  President  of  the  American 

Economic  Association. 
Annual  Address :  Social  Qasses  in  the  Light  of  Modem  Sociological 

Theory.     Lester   F.   Ward,    President   of   the   American 

Sociological  Society. 
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Fourth  SisHon^Monday,  December  30, 10  A,  M, 

JOINT  SESSION   WITH   AMISICAN   ilSSOCIAnON   FOR  LABOR  LEGISLATION. 

Room  165,  University  Hall. 

1.  Annual    Address:    Economic   Theory   and   Labor    Legislation. 
Richard  T.  Ely,  President  of  the  American  Association  for 

Labor  Legislation. 

2.  The  Normal  Work  Done  in  Coal  Mines.    Paper  by  Thomas  K. 

Urdahl,  Washington  and  Lee  University. 
Discussion  led  by  United  States  Labor  Commissioner  Neill. 

3.  Workingmen's   Insurance   in   Illinois.    Paper   by   Charles   R. 

Henderson,  University  of  Chicago. 
Discussion  by  John  R.  Commons,  University  of  Wisconsin; 
Max  O.  Lorenz,  University  of  Wisconsin. 

Until  4.30  p.  m.  there  was  no  separate  session  of  the  American 
Economic  Association,  but  at  2.30  there  was  a  meeting 
of  the  American  Association  for  Labor  Legislation,  South 
Museum  Hall,  Library  Building,  with  the  following  pro- 
gram: 

(i).  A  program  for  Social  Legislation  with  Especial  Reference  to 
the  Wage-Earner.  Opened  by  Henry  R.  Seager,  Columbia 
University. 

(2).  Council  Meeting  A.  A.  L.  L.  Submission  of  Reports  as 
foUows :  (as  requested  by  the  International  Association.) 

a.  Administration  of  Labor  Laws  in  the  United  States.    Henry 

R.  Seager,  Columbia  University. 

b.  Employment  of  Children  and  Women.    U.  S.  Commissioner 

Neill. 

Election  of  Officers  of  A.  A.  L.  L.  and  general  meeting  of 
members. 
4^  P.  M.    Business  Meeting  of  American  Economic  Association. 
Election  of  Officers.    South  Museum  Hall,  Library  Building. 

Fifth  Session— Monday,  December  30,  8  P.  M, 

Lecture  Room,  Library  Building. 

The  Relation  of  the  Federal  Treasury  to  the  Money  Market:    Hon. 

Lyman  J.  Gage,  New  York  Qty. 
Discussion  by  A.  Piatt  Andrew,  Harvard  University;  David  Kinlby, 

University  of  Illinois. 
General  Discussion. 
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Sixth  Session — Tuesday,  December  31,  10  A.  M. 

JOINT   SESSION   WITH   THE   AMERICAN  POUTICAL  SCIENCE  ASSOCIATION. 

Lecture  Room,  Library  Building. 

Public  Service  Commissions:  Senator  William  H.  Hatton,  New 
London,  Wisconsin;  Hon.  Thomas  M.  Osborne,  Auburn, 
Member  New  York  State  Public  Service  Commission. 

Discussion  by  Senator  George  B.  Hudnall,  Superior,  Wisconsin; 
John  H.  GitAY,  University  of  Minnesota. 

General  Discussion. 


BUSINESS  MEETING  AT  MADISON,  WIS. 
December  28,  1907. 


The  Association  met  in  North  Museum  Hall,  State 
Historical  Library  Building,  at  12  M.,  at  the  close  of 
the  first  session.  The  Association  was  called  to  order  by 
the  President.  The  report  of  the  Secretary  was  then 
read: 

report  of  the  secretary  to  the  american  economic 
association. 

December  28,  1907. 

The  Executive  Committee  of  the  Association  held  its 
regular  Spring  meeting  in  New  York  City,  on  March  25, 
1907.  The  proposed  appointment  of  a  joint  committee 
on  Child  Labor  in  conjunction  with  other  Associations, 
notably  the  National  Child  Labor  Association,  was  deemed 
under  the  circumstances,  inadvisable.  At  the  invitation 
of  the  National  Arbritation  and  Peace  Congress,  a  com- 
mittee of  five  was  appointed  to  represent  the  American 
Economic  Association  at  the  sessions  of  the  National 
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Arbitration  and  Peace  Congress.  The  committee  con- 
sisted of  Professors  Jenks,  Seligman,  Taussig,  Famam, 
and  Ely.  At  the  meeting  of  the  Executive  Committee  in 
March,  Professor  Veditz,  Editor  of  the  proposed 
Quarterly  Bulletin,  was  present  by  invitation,  and  re- 
ported concerning  the  delays  incident  upon  securing 
associate  editors,  books  for  review,  etc.  The  report  was 
referred  to  the  Special  Committee  on  the  Bulletin.  At 
the  request  of  the  Bibliographical  Society  of  America,  a 
committee  was  apointed  to  co-operate  in  the  compilation 
of  a  bibliography  of  the  Social  Sciences.  The  President 
appointed  Professors  Fetter,  Hollander,  and  Veditz  as 
this  committee. 

The  regular  Fall  meting  of  the  Executive  Committee 
was  held  in  New  York,  November  29,  1907.  The 
Treasurer  was  directed  to  invest  about  Three  Thousand 
Dollars  ($3000.00)  of  the  surplus  funds  of  the  Associa- 
tion in  some  prime  security,  to  yield  about  four  per  cent, 
per  annum.  The  committee  on  the  Bulletin  reported 
through  Professor  Fetter.  It  was  moved  that  the 
matter  of  reorganizing  the  publication  activity  of  the 
Association  be  referred  to  a  committee,  to  report  at  Mad- 
ison, Wisconsin.  Professor  Fetter,  Professor  Hollander 
and  the  Secretary  were  constituted  such  committee.  To 
this  committee  was  also  referred  the  matter  of  publishing 
a  general  index  of  the  Society's  Publications.  The  matter 
of  possible  co-operation  between  the  Economic  Associa- 
tion and  the  American  Statistical  Association  was  re- 
ferred to  President  Jenks  for  investigation  and  report  at 
Madison. 

Invitations  have  been  received  from  Richmond,  Vir- 
ginia, Cincinnati,  Ohio  and  Atlantic  City,  New  Jersey, 
each  city  extending  its  hospitality  for  the  annual  meeting 
of  our  Association  in  1908. 

The  Association  issued   its   four  quarterly  numbers 
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during  the  current  year  (the  fourth  number  having  been 
mailed  during  the  third  week  of  December).  The  Asso- 
ciation ako  issued  under  separate  cover,  its  Yearly  Hand- 
book, containing  a  list  of  members  and  subscribers,  the 
proceedings  at  the  business  meetings  at  Providence,  and 
the  list  of  Doctoral  Dissertations  in  Political  Economy  in 
Progfress  in  American  Universities  and  Colleges,  January 
I,  1907.  It  also  issued  a  reprint  of  No.  3,  Vol.  VII, 
which  was  Dr.  Gryzanovski's  monograph  on  Collective 
Phenomena  and  the  Scientific  Value  of  Statistical  Data. 
The  reason  for  this  reprint  was  the  number  of  typo- 
graphical errors  in  the  original  edition.  A  rigid  recen- 
sion of  our  membership  rolls  seems  to  make  our  total 
number  of  members  and  subscribers,  December  19,  1907, 
to  amount  to  1002. 

Members  in  arrears  for  five  years  or  longer  have  been 
dropped  from  the  rolls. 

Among  the  serious  losses  in  our  honorary  members 
which  we  have  suflFered  during  the  past  year  may  be  men- 
tioned the  death  of  Professor  John  Kells  Ingram,  for- 
merly of  Trinity  Collie,  Dublin. 

The  Secretary  desires  publicly  to  record  his  obligations 
to  Professor  K  L.  Bogart,  acting  Secretary  during  the 
absence  of  the  Secretary. 

Respectfully  submitted, 

W.  M.  Daniels, 

Secretary. 

The  report  was,  on  motion,  accepted  and  approved. 
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The  report  of  the  Treasurer  was  read : 


W.  M.  DANIELS,  TRSASUSER,  IN  ACCOUNT  WITH  TBI  AMERICAN  ECONOMIC 
ASSOCIATION,  FSOM  DECEMBER  24,  I906  TO  mCEMBBR  20,  I907. 

Debits. 

Cash  on  hand  date  of  last  report $4>676  82 

Sales  and  Subscriptions: 

Through  The  MacmiUan  Co $796  67 

Through  Secretanr's  oflkc 218  87 

Reprints  11  30 

Life  Members 50  00 

Annual  Dues 1,842  60 

Interest 208  54 

Total  current  receipts 3,127  98 

CrediU. 

Expenses  of  Publication $i>53i  25 

Expenses  of  Secretary  and  Treasurer      1,064  33 

Total  current  expenses $2,615  58 

(Investment  excepted) 

Investment  (Cost)   3,11963 

Cash  bank  balance 2,069  59 

$730480  $730480 
The  total  cash  and  invested  funds  (cost  price)  amount 
on  December  20,  1907,  to  $5189.22.  The  increase  in 
funds  and  cash  over  the  amount  on  hand  at  the  date  of 
the  last  report  is  $512.40.  Against  this  increase  should 
be  oflf-set  the  amount  of  about  $360.00  due  after  January 
I.  1908,  for  printing  and  mailing  No.  4  of  the  current 
Publications.  It  is  believed,  that  with  this  exception,  no 
other  bills  of  any  amount  are  outstanding  and  unpaid. 

The  attention  of  the  Association  is  called  to  the  steadily 
declining  revenue  accruing  from  the  payment  of  annual 
membership  dues.  For  the  last  four  years  the  receipts 
from  this  source  run  as  follows : 

1904 $2,340  00 

1905 2,225  75 

1906 2,088  59 

1907 1,842  60 
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This  implies  that  for  the  last  three  years  there  have 
been,  on  the  average,  over  fifty  members  per  year  who 
have  ceased  paying  membership  dues.  This  decrease 
has  not  been  due  to  failure  on  the  part  of  the  Treasurer's 
office  to  notify  members  in  arrears  of  their  respective 
arrearages.  Accounts  have  been  repeatedly  rendered,  and 
in  case  of  considerable  arrearages  letters  have  been  writ- 
ten and  sent  to  the  delinquents.  So  far  as  one  can  guess, 
one  cause  of  this  decline  in  paying  membership  has  been 
the  multiplication  of  other  org^izations  whose  aims  are 
partly  similar  to  those  of  our  own.  Another  cause  has 
doubtless  been  the  paring  down  of  individual  budgets  of 
those  on  fixed  salaries  during  the  recent  period  of  in- 
creased living  expenses. 

In  the  matter  of  investments,  whereas  the  Association 
a  year  ago  had  at  interest  partly  with  the  Lincoln  Trust 
Company,  of  New  York  City,  and  partly  with  the  First 
National  Bank,  of  Ithaca,  New  York,  $4000.00  Bt  3^2 
per  cent,  per  annum,  at  the  present  time  the  invested  funds 
of  the  Society  are  represented  by  $3000,  par  value,  in 
New  York  City  bonds  payable  in  191 7  and  yielding  4^2 
per  cent,  interest  per  annum.  The  item  of  interest 
amounting  to  $208.54  entered  among  the  receipts  of  this 
year,  includes  19  months*  interest  on  $2500.00,  formerly 
with  the  Lincoln  Trust  Company,  of  New  York  City,  and 
16  months  interest  on  $1500.00,  formerly  with  the  First 
National  Bank  of  Ithaca,  N.  Y.  Both  of  these  loans 
were  called  shortly  before  the  re-investment  of  the  Asso- 
ciation's funds  in  the  New  York  City  bonds.  The  larger 
current  balance  carried  in  bank  is  due  to  increased  expen- 
diture anticipated  when  the  Quarterly  Bulletin  is  issued, 
in  addition  to  the  present  regular  Publications. 

The  current  expenses  of  the  Association  for  the  year 
just  closed  show  a  decrease  of  $648.  64.  It  is  suggested 
that  in  case  the  Association  enlarges  its  publication  ac- 
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tivity,  the  Association's  expenses  could  be  reduced  to  a 
minimum  by  concentrating  in  a  single  office  the  financial 
administration  of  both  Publications,  and  by  the  Asssocia- 
tion's  acting  as  its  own  publisher.  The  extra  expense  that 
has  been  occasioned  in  the  last  ten  years  by  the  shipment 
and  re-shipment  of  the  stock  from  place  to  place,  and  by 
the  payment  of  commissions  to  the  official  publisher  would 
have  augmented  the  existing  surplus  very  greatly.  It  is 
suggested  that  it  may  be  advisable  in  the  near  future  for 
the  Association  to  employ  a  permanent  and  salaried 
Under-Secretary,  who  should  be  competent  to  manage  the 
entire  financial  and  editorial  part  of  the  Association's 
business. 

During  the  past  year  there  has  been  undertaken  a  com- 
plete rearrangement  of  the  stock  of  Publications.  Said 
Publications  have  been  shelved  in  chronological  sequence 
and  are  practically  ready  for  an  exact  inventory. 

In  the  two  previous  reports  of  the  Treasurer  of  the 
Association,  attention  has  been  called  to  the  fact  that  the 
accumulation  of  a  surplus  is  no  part  of  the  proper  business 
of  a  Scientific  Association.  In  this  opinion  we  heartily 
concur,  but  beg  to  suggest  in  addition  thereto,  that  in  view 
of  failing  revenue  from  annual  dues,  the  proposed  Quar- 
terly Bulletin  may  not  only  figure  as  a  proper  item  of  im- 
mediate expenditure,  but  also  a  proper  means  of  re-enlist- 
ing  and  enlarging  interest  in  the  Association,  and  thereby 
making  its  future  income  commensurate  with  its  enlarged 
future  expenditure. 

The  usual  vouchers,  receipts,  and  books  of  account 
are  on  hand  for  the  scrutiny  of  the  Auditing  Com-, 
mittee. 

Respectfully  submitted, 

W.  M.  Daniels, 

Treasufer. 
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On  motion  of  Prof.  C.  C.  Plehn  the  Treasurer  was 
instructed  to  reimburse  the  former  acting-Secretary  for 
the  cost  of  reprinting  the  monograph  of  Gryzanovski; 
with  an  expression  of  the  Association's  appreciation  of 
the  motives  which  prompted  the  former  acting  Secretary 
to  assist  in  defraying  personally  the  cost  of  the  reprint 

Notice  was  read  by  the  Secretary  of  invitations  from 
Richmond,  Va.,  Cincinnati,  Ohio,  Atlantic  City,  N.  J., 
and  the  University  of  Minnesota  each  asking  to  be  desig- 
nated as  the  place  for  the  next  annual  meeting  of  the 
Association.  The  University  of  Minnesota  expressed 
its  desire  to  entertain  the  Association  at  a  summer  ses- 
sion, if  such  a  siunmer  session  could  be  arranged.  The 
University  of  Ohio  had  also  extended  its  hospitality  for 
the  next  meeting  of  the  Association  to  be  held  in  the 
West. 

Prof.  J.  H.  Hollander  reported  for  the  Publication 
Committee,  and  advocated  the  eventual  concentration  of 
the  editorial  work  of  the  Association  in  a  single  oflSce. 

Prof.  F.  A.  Fetter  for  the  Committee  on  the  Bulletin 
asked  permision  to  report  later. 

President  Jenks  reported  that  co-operation  at  present 
tween  the  American  Economic  Association  and  the  Amer- 
ican Statistical  Association  is  impracticable. 

On  motion,  the  Chair  appointed  the  following  commit- 
tees: On  Nominations,  Prof.  R.  T.  Ely,  Prof.  H.  R. 
Seager,  Prof.  C.  C.  Pheln,  Mr.  C.  B.  Fillebrown,  Prof. 
F.  A.  Fetter;  on  Resolutions:  Prof.  D.  R.  Dewey,  Prof. 
W.  W.  Folwell,  Prof.  H.  R.  Smalley;  on  Auditing  of 
the  Treasurer's  Accounts,  Prof.  H.  J.  Davenport  and 
Mr.  Stuart  Wood. 

On  motion,  the  Association  adjourned  to  meet  in  spe- 
cial session  on  Dec.  29,  at  10.30  a.  m.  in  the  University 
Qub.  W.  M.  Daniels, 

Secretary. 
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SPECIAL  BUSINESS  MEETING,  MADISON,  WIS. 
December  29,  1907. 


The  Association  met  at  10.30  a.  m.  in  the  University 
Qub,  President  J.  W.  Jenks  in  the  chair.  The  Secretary 
in  behalf  of  the  Committee  on  the  Bulletin  reported  as 
follows : 

Professor  Veditz  having  been  released  from  the  man- 
aging editorship  of  the  projected  Bulletin  at  his  request 
on  account  of  other  duties, 

Resolved:  That  his  successor  be  appointed  by  the 
Executive  Committee  to  take  over  the  editorial  manage- 
ment, retaining  so  far  as  possible  the  present  sub-editorial 
organization.    The  resolution  was  adopted. 

Expression  of  opinion  was  solicited  by  the  Chair  as  to 
the  place  of  the  next  annual  meeting.  Professor  Irving 
Fisher  suggested  that  Section  I  of  the  American  Associa- 
tion for  the  Advancement  of  Science  would  gladly  tender 
an  invitation  to  the  Economic  Association,  to  a  joint 
meeting  next  year  in  Washington,  D.  C,  and  would 
probably  allow  the  Economic  Association  to  draw  up  the 
program  for  the  joint  meeting.  Other  expressions  of 
opinion  followed.  Prof.  C.  C.  Plehn  tendering  an  invita- 
tion to  the  Association  to  hold  a  Summer  meeting  some- 
time in  the  near  future  in  California.  On  motion  of 
Prof.  R.  T.  Ely  the  matter  of  the  time  and  place  of  the 
next  annual  meeting  was  referred  to  the  Executive  Com- 
mittee with  power.  The  session  was  then,  on  motion, 
adjourned. 

W.  M.  Daniels. 

Secretary. 
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BUSINESS  MEETING,  MADISON,  WIS. 
December,  30,  1907. 


The  Association  met  at  4.30  p.  m.  in  South  Museum 
Hall,  Library  Building,  President  Jenks  in  the  Chair. 
The  minutes  of  the  two  preceding  business  sessions  (of 
Dec.  28  and  Dec.  29)  were  read  and  approved.  The 
Committee  on  Auditing  the  Treasurer's  Accounts  reported 
as  follows : 

Madison,  Wis. 

December  28,  1907 
Your  Committee  has  examined  the  statement  and 
books  of  the  Treasurer,  and  find  that  the  items  contained 
in  said  books,  compared  with  the  account  as  rendered, 
show  a  balance  of  cash  on  hand  of  $2,069.50.  Vouchers 
have  been  exhibited  and  approved  for  all  credits  claimed 
by  the  Treasurer.  The  certificate  has  been  exhibited  of  the 
Princeton  Bank  of  Princeton,  N.  J.,  dated  December  21, 
1907,  showing  the  above  balance  in  cash  of  $2,069.59  to 
be  on  deposit  there,  and  also  City  of  New  York  4j/$  per 
cent.  Assessment  Bonds  numbered  430,  431  and  432  and 
amounting  to  $3000  at  par  value. 

Stuart  Wood, 
H.  J.  Davenport, 

Auditing  Committee. 

On  motion  the  report  of  the  Auditing  Committee  was 
accepted  and  adopted. 

The  Executive  Committee  reported  recommending  At- 
lantic City  as  the  place  for  the  next  annual  meeting,  but 
referred  the  recommendation  to  the  Association  for  ap- 
proval. It  was  moved  by  Professor  Carver  that  the  As- 
sociation endorse  this  recommendation  of  the  Executive 
Committee,  and  that  the  matter  be  left  with  the  Executive 
Committee  with  power.     Carried. 
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The  Executive  Committee  reported  recommending  the 
Association  to  approve  of  Mr.  Fillebrown's  proposal  for 
standardizing  economic  terminology  and  principles.  Mr. 
Fillebrown's  resolution  reading  as  follows  was,  on  mo- 
tion of  Mr.  Stuart  Wood,  approved  by  the  Association : 

Whereas,  This  Association,  recognizing  the  value  of 
sustantial  agreement  upon  the  largest  possible  number  of 
definitions  of  common  terms  and  economic  principles, 
commends  effort  toward  the  establishment  and  general 
enlargement  of  such  agreement,  and  favors  response  and 
co-operation  from  the  members  of  the  Association,  there- 
fore 

Resolved:  That  the  President  is  authorized  to  appoint 
a  general  committee  of  not  more  than  twelve  members, 
upon  whose  recommendation  definitions  and  statement 
of  principles  may  be  submitted  to  the  full  membership  of 
the  Association  for  approval  or  criticism ;  the  progress  of 
such  agreement  to  constitute  an  available  subject  of  an- 
nual discussion  and  report  in  the  proceedings  of  the  As- 
sociation, and  be  it  further  resolved  that  this  general  com- 
mittee may  appoint  or  confirm  working  committees  in 
various  departments  to  conduct  the  necessary  correspond- 
ence and  report  partial  or  preliminary  agreements  to  the 
general  committee. 

The  Executive  Committee  recommended  to  the  Asso- 
ciation that  the  amount  to  be  expended  annually  on  the 
Bulletin  be  not  limited  to  $1200  per  anum,  but  be  left  to 
the  discretion  of  the  Executive  Committee.  On  motion 
of  Prof.  M.  H.  Robinson  this  recommendation  was 
adopted. 

The  Secretary  reported  that  the  Executive  Committee 
had  selected  Prof.  E.  W.  Kemmerer,  of  Cornell  Univer- 
sity, as  editor  of  the  Bulletin. 

Prof.  Fetter,  for  the  committee  on  the  Bulletin,  re- 
ported that  an  eventual  merger  of  the  chairmanship  of  the 
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Publication  Committee  and  the  editorship  of  the  Bulletin 
was  desirable,  although  not  advisable  at  present;  that 
Prof.  J.  H.  Hollander  will  continue  chairman  of  the 
Publication  Committee  in  the  interim,  but  will  gladly  be 
relieved  of  his  duties  in  that  capacity  when  the  editorship 
of  the  Bulletin  can  be  assumed  by  the  chairman  of  the 
Publication  Committee. 

Prof.  H.  S.  Smalley  for  the  Committee  on  Resolutions 
offered  the  following  report : 

REPORT   OF   THE   COMMITTEE   ON   RESOLUTIONS. 

The  members  of  the  American  Economic  Association 
realizing  that  the  success  and  enjoyment  of  the  twen- 
tieth annual  meeting  have  been  in  large  part  due  to  the 
unstinted  effort  and  cordial  hospitality  of  the  many  in- 
dividuals and  organizations  of  Madison  who  have  co- 
operated on  this  occasion,desire  to  give  formal  expression 
to  their  appreciation  of  these  labors  and  courtesies. 

They  therefore  extend  their  hearty  thanks  to  the  Social 
Sciences  Qub  of  the  University  of  Wisconsin,  the  Citi- 
zens' Committee  of  Madison,  the  Wisconsin  State  Histor- 
ical Society,  Dr.  Reuben  G.  Thwaites  and  the  Library 
Staff,  the  University  Club,  the  Political  Economy  Qub 
of  Madison,  the  Woman's  Club,  the  Reception  Committee 
of  Ladies,  and  Mrs.  Charles  R.  Van  Hise. 

The  Secretary  is  directed  to  transmit  a  copy  of  this 
resolution  to  each  of  the  persons  and  organizations  above 
named,  and  to  record  it  in  the  proceedings  of  the  Assso- 
ciation. 

Davis  R.  Dewey, 
Harrison  S.  Smalley, 
Wm.  W.  Folwell. 

On  motion,  the  resolutions  were  unanimously  adopted. 
Prof.  R.  T.  Ely  for  the  Committee  on  Nominations 
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ten of  the  University  of  Pennsylvania;  for  First  Vice- 
President,  Prof.  Davis  R.  Dewey  of  the  Massachusetts 
Institute  of  Technology;  for  Second  Vice-President, 
Judge  James  B.  Dill  of  East  Orange,  New  Jersey;  for 
Third  Vice-President,  Mr.  J.  M.  Glenn  of  Baltimore, 
Md. ;  for  Secretary  and  Treasurer,  Prof.  W.  M.  Daniels 
of  Princeton  University;  for  members  of  the  Executive 
Committee  to  serve  for  three  years.  Prof.  H.  C.  Emery 
of  Yale  University  and  Prof.  John  H.  Gray  of  the  Uni- 
versity of  Minnesota;  for  members  of  the  Publication 
Committee  to  serve  for  three  years.  Prof.  J.  H.  Hol- 
lander of  Johns  Hopkins  University  and  Prof.  A.  W. 
Flux  of  McGill  University. 

On  motion  the  Secretary  was  directed  to  cast  the  ballot 
of  the  Association  for  the  nominees  reported  by  the  Com- 
mittee on  Nominations.  The  Secretary  cast  the  ballot, 
and  reported  the  election  of  the  above  named  persons  to 
serve  in  the  respective  offices  for  which  they  had  been 
named. 

On  motion  the  Association  adjourned. 

W.  M.  Daniels, 

Secretary. 
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THE    PRINCIPLES    OF    GOVERNMENT    CON- 
TROL  OF  BUSINESS 

Annual  Address  of  the  President 
Jeremiah  W.  Jenks 

The  circumstances  of  the  present  financial  crisis 
(1907)  have  emphasized  the  importance  of  the  much 
debated  question  of  the  relation  of  government  to  busi- 
ness. A  few  months  ago  the  President  of  the  United 
States  was  in  many  quarters  enthusiastically  praised  for 
his  assertion  of  the  power  of  the  federal  government  to 
make  business  men  and  corporations  amenable  to  law.  A 
few  weeks  ago  the  voices  of  most  of  these  acclaimers  were 
silent  in  doubt,  while  another  group  of  people,  on  account 
of  these  same  assertions,  were  declaiming  vigorously 
against  the  President  as  the  immediate  cause  of  the  panic. 
The  question  has  likewise  arisen  in  our  different  states  in 
connection  with  the  Government  control  of  insurance 
companies,  of  savings  banks,  and  other  business  corpora- 
tions, some  of  these  of  a  more  or  less  philanthropic  nature, 
while,  besides  the  socialists,  thousands  of  our  most  unsel- 
fishly patriotic  citizens  have  urged  upon  the  public  the  de- 
sirability of  municipal  ownership  and  management  of  the 
water  works,  lighting  plants,  street  railways  and  other 
so-called  public  service  industries. 

It  seems  a  fit  time  to  inquire  whether  any  fundamental 
principles  in  connection  with  this  question  can  be  recog- 
nized as  having  some  permanent  application.  If  there 
are  such  principles,  they  must  naturally  be  found  in  the 
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nature  of  government  and  in  that  of  business.  A  brief 
review  of  so  broad  and  complicated  a  question,  even 
though  it  contains  little  that  is  new,  may  still  be  useful  in 
bringing  together  some  old  and  well-worn  but  perhaps 
partly  forgotten  truths  that  may  prove  suggestive.  In 
making  the  attempt  in  the  very  brief  period  of  time 
allotted,  I  shall  not  argue  points;  I  shall  simply  state 
them  as  settled,  even  though  I  am  aware  that  the  state- 
ment is  debatable.  It  is  often  perhaps  as  great  a  service 
to  state  a  question  for  discussion  as  to  argue  it 

THE  AUTHORITY  AND  CONTROL  OF  GOVERNMENT 
NECESSARY. 

2.  In  all  civilized  states,  whether  government  be  per- 
sonal or  popular,  a  fundamental  condition  of  political  sta- 
bility and  of  social  and  economic  prosperity  is  that  under 
the  constitution  and  customs  of  the  country,  so  far  as  the 
individual  members  of  society  need  control,  they  must  be 
controlled  by  government  and  the  government  must  direct 
these  activities  of  the  citizens  as  it  thinks  best  In  a  de- 
mocracy, and  it  is  chiefly  of  a  democracy  that  I  shall 
speak,  if  the  people  think  that  the  views  or  the  acts  of 
their  representatives,  either  in  the  legislatures,  in  the 
courts,  or  in  the  executive  chair,  are  wrong,  they  may 
endeavor  to  secure  a  change  of  the  law  or  a  change  in  the 
personnel  of  their  rulers;  but  in  either  event,  the  law, 
while  it  stands,  must  rule,  and  the  office-holders  actually 
in  power  must  use  their  discretion.  The  interests  of  the 
people,  of  course,  should  be  safeguarded,  and  in  the  long 
run,  if  the  people  have  judgment,  they  will  be  safeguarded ; 
but  in  any  event  there  cannot  be  business  success  without 
stable  government.  The  doings  of  the  people  in  cases 
where  the  government  acts,  must  be  through  the  hands  of 
officials  and  these  acts  must  be  put  into  effect  in  the  man- 
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ner  and  in  the  degree  that  the  officials  for  the  time  being 
think  best.  The  only  legal  right  that  the  citizens  have, 
so  far  as  government  activity  goes,  is  that  of  having 
their  will  carried  out  through  their  officials. 

IMPRACTICABILITY  OF  THEORY  OF  NATURAL  RIGHTS. 

3.  Large  numbers  of  our  people  find  a  basis  for  argu- 
ment and  apparently  much  personal  comfort  in  a  discus- 
sion of  their  "natural  rights",  as  if  they  had  rights 
opposed  to  the  legal  rights  given  them  by  the  state.  Such 
an  expression  is,  of  course,  an  excellent  talking  point  as 
a  basts  for  argument  to  convince  people,  and  perhaps 
through  them  to  change  the  opinion  of  the  government  as 
to  what  ought  to  be  done.  But,  as  an  immediate  principle 
to  direct  governmental  action,  the  theory  of  natural  rights, 
as  interpreted  by  the  individual  beyond  what  is  laid 
down  in  law,  is  a  vagary  of  enthusiasts,  a  breeder  of  fa- 
natacism;  and  it  is  harmful,  because  it  turns  aside  from 
practical  means  the  minds  of  many  of  our  most  tmselfish, 
high-minded,  public-spirited  citizens.  The  only  sotmd 
basis  for  advocating  a  change  in  governmental  policies 
is  that  the  welfare  of  society  will  be  improved  by  the 
change  advocated.  Let  all  argfuments  for  social  reform 
be  made  on  this  basis;  let  the  weight  of  argument  show 
the  practicability  of  securing  the  desired  benefit ;  convert 
thereby  as  many  of  the  citizens  as  possible;  thus  you 
may  convert  the  government.  The  whole  question  of 
governmental  activity  in  business  matters  is  not  one  of 
the  "natural  right"  of  an  individual  as  against  his  govern- 
ment or  against  his  fellow  citizens;  it  is  one  of  the 
thoughtful  judgment  of  the  few  men  who  are  directing 
the  affairs  of  political  society  as  to  the  practicable  means 
for  doing  their  duty  tmder  the  powers  laid  down  in  the 
constitution  and  laws. 
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CITIZENS  MUST  RECOGNIZE  THE  AUTHORITY  OF 
GOVERNMENT. 

4.  Too  little  emphasis  is  often  laid  upon  the  import- 
ance of  having  fixed  in  the  minds  of  the  citizens  of  every 
country  the  fundamental  principle  that  the  only  way  in 
which  citizens  can  act  politically  on  any  social  question  is 
through  the  government.  There  exists  of  course  the  so- 
called  right  of  revolution,  but  this  may  be  ignored  as 
foolishly  impracticable  in  this  connection.  In  all  cotm- 
tries,  though  most  easily  in  a  democracy,  the  will  of  the 
citizens  may  comparatively  easily  be  brought  to  expression 
if  people  are  thoughtful  and  active,  and  not  one  proposed 
reform  in  a  thousand  is  important  enough  in  its  effect 
upon  the  welfare  of  the  citizens  to  justify  any  setting 
aside  of  the  authority  of  government  for  its  accomplish- 
ment. People  sometimes  foolishly,  on  account  of  the 
slowness  of  governmental  action  or  the  corruption  of  a 
few  government  officials,  apparently  despair  of  the  suc- 
cess of  popular  government.  How  many  times  within 
the  last  ten  years  we  have  heard  wild  talk  about  the 
ownership  of  our  government  by  the  moneyed  classes, 
and  of  the  impossibility  of  having  a  wealthy  malefactor 
brought  to  justice.  Some  of  our  late  governmental  ac- 
tions, such  as  the  judicial  decision  in  the  Northern  Se- 
curities case,  the  investigation  of  the  insurance  companies 
in  New  York,  and  the  exposure  of  the  Trusts  by  the 
Bureau  of  Corporations,  have  been  chiefly  valuable,  not 
for  their  immediate  results,  but  for  showing  the  public 
clearly  and  conclusively  the  very  simple  but  all  important 
truth  that  government  can  and  does  rule.  How  far  then 
the  government  of  any  state  shall  control  business  and 
business  men  and  in  what  manner,  is  a  matter  within  the 
determination  of  the  government  itself,  keeping  always 
the  welfare  of  the  citizens  in  view. 
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GOVERNMENT    CONTROL   WILL   VARY   UNDER   INFLUENCES 
OF  VARIOUS   KINDS. 

5.  The  extent  and  method  of  its  control  of  industry 
will  vary  in  different  countries  and  under  differing  cir- 
cumstances. There  can  be  no  general  rule  laid  down  but 
this :  The  action  of  the  government  ought  to  be  based  on 
the  special  ciromistances  of  each  individual  case.  All 
comparative  studies  of  the  experiences  of  different  coun- 
tries in  different  lines  of  industry  can  be  only  suggestive. 
For  the  settlement  of  any  such  question,  however,  various 
factors  will  always  be  found  which  must  be  taken  into 
careful  consideration. 

POLITICAL  CONDITIONS  AFFECT  CONTROL. 

a.  The  political  circumstances  of  the  country,  deter- 
mined quite  possibly  by  geographical  considerations,  will 
often  be  a  dominating  factor.  Germany,  for  example,  is 
so  situated  geographically  between  France  and  Russia 
that,  in  order  to  be  certain  that  it  can  maintain  its  inde- 
pendent existence  under  threatening  circumstances,  it 
must  be  prepared  to  concentrate  its  military  power  in  over- 
whelming force  with  the  greatest  rapidity  at  the  shortest 
notice.  Under  such  circumstances,  considering  modem 
methods  of  warfare,  its  railroads  should  be  built  pri- 
marily to  serve  promptly  its  military  needs,  although,  of 
course,  its  network  of  lines  will  probably  in  the  long  run 
serve  this  need  best  if  it  also  serve  well  economic  ends. 
Likewise  the  management  of  these  roads  must  be  such 
that  the  government  without  materially  lessening  their 
efficiency,  can  take  immediate  control  and  direct  the  traffic 
to  military  ends  with  little  loss  of  energy.  The  govern- 
ment of  Germany  then  must  so  control  its  railways  as  to 
keep  them  always  in  readiness  for  war.  It  must  own  and 
manage  them,  even  though  in  so  doing  it  were  to  weaken 
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their  economic  efficiency.  A  similar  line  of  argument, 
altho  entirely  different  in  detail,  might  well  apply  to  Rus- 
sia, to  France  and  to  many  other  cotmtries,  while  it  would 
have  application  in  only  a  slight  degree  to  Canada,  to 
Brazil,  or  to  the  United  States. 

CONTROL  ULTIMATELY   NOT  A   MATTER   OF  LAW,   BUT   OF 
ECONOMICS  AND  POLITICS. 

b.  The  question  has  of  late  often  been  discussed, 
sometimes  in  a  rather  heated  way,  whether  the  control 
of  the  railways  of  the  United  States  should  be  state  or 
federal,  and  in  what  degree  our  cities  should,  of  their 
own  motion,  control  their  lighting  plants,  and  the  an- 
swers to  these  questions  have  often  been  sought  along 
the  line  of  legal  precedent.  The  question  is  ultimately 
not  one  of  law,  but  of  economics  and  politics.  Consider- 
ing our  form  of  government,  a  court  decision  of  fifty 
years  ago  may,  to  be  sure,  for  the  present,  be  a  determin- 
ing factor ;  but  in  the  long  run,  such  a  question  is  not  to 
be  answered  by  legal  precedent ;  it  is  a  matter  of  economic 
and  political  benefit.  As  the  decades  pass  by,  indus- 
trial inventions  and  economic  conditions  bring  about 
changes  so  important  that  our  legislatures  and  our  courts 
are  gradually  forced  to  recognize  them.  The  clause  in 
the  Constitution  of  the  United  States  concerning  com- 
merce between  the  States,  in  the  minds  of  the  members 
of  the  Constitutional  Convention  of  1787,  referred  to 
local  tariffs,  to  commerce  on  a  small  scale  by  water,  or  to 
petty  traffic  in  wagons  over  state  boundary  lines.  If  our 
Constitution  is  to  do  its  work,  it  must  gradually  have  its 
meaning  adapted  by  Congress  and  the  courts  to  new  con- 
ditions as  they  arise,  and  no  technical  interpretation  in  a 
judicial  decision  can  ultimately  stand  against  the  interests 
of  the  community  as  they  are  affected   by  economic 
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changes.  Our  courts  declare  the  law,  it  is  true,  but  in 
declaring  the  law,  they  must  keep  in  mind  the  fact  that 
the  intention  of  prime  importance  in  the  minds  of  our 
forefathers  was  the  welfare  of  the  people  throughout  the 
coming  generations ;  and  they  will  not  rigidly  insist  upon 
an  unchanging  application  of  old  words  to  new  condi- 
tions. The  Courts  will  of  course  be  slow  and  careful 
in  their  adaptations  of  laws  to  new  conditions,  but  even- 
tually the  conditions  will  force  the  reasonable  interpre- 
tation. Some  people  are  of  the  opinion  that  our  Courts 
of  last  resort  would  be  strengfthened  in  this  kind  of  work 
if  one  or  two  members  were  men  trained  primarily  not  in 
law  but  in  the  principles  of  business.  The  suggestion  is 
worth  careful  consideration.  In  the  discussion  of  such 
questions  as  these  just  asked,  therefore,  the  point  chiefly 
to  be  kept  in  mind  is  this :  Are  the  local  and  state  gov- 
ernments so  organized  that  they  can  meet  the  new  eco- 
nomic conditions  ?  We  need  not  now  inquire  what  specific 
conditions  the  founders  of  our  government  had  in  mind 
when  they  wrote  the  Constitution,  with  the  added  thought, 
perhaps,  that  we  must,  so  far  as  possible,  attempt  to  hold 
ourselves  back  to  the  conditions  of  a  century  ago.  With 
present  conditions  in  mind,  federal  control  of  interstate 
railroads  seems  the  only  reasonable  control. 

CONTROL    DETERMINED    BY    PEOPLE'S    ECONOMIC    HABITS 
AND  CHARACTER. 

c.  We  must  keep  continually  in  mind  also  as  important 
factors,  determining  the  extent  and  nature  of  govern- 
ment control,  the  character  and  industrial  habits  and 
temper  of  the  people.  If  the  citizens  of  a  country  are 
ignorant,  unenterprising,  poor,  weak,  they  will  have  little 
initiative  and  the  government  must  take  into  its  own 
hands  the  organization,  financing  and  management  of 


Digitized  by 


Google 


8  American  Economic  Association 

important  industrial  enterprises  until  the  people  can  them- 
selves be  trained  by  observation  and  gradually  increasing 
experience  to  undertake  them.  It  may  be  that  in  many 
instances,  the  government  which  thus  controls  and  directs 
large  industrial  enterprises,  and  which  should  act  for  the 
benefit  of  the  people  as  a  whole,  will  be  corrupt,  and  that 
considerable  profits,  even  great  fortunes,  will  be  turned 
into  the  pockets  of  the  corrupt  officials.  But  even  grant- 
ing that  this  may  be  done  (for  I  wish  to  blink  no  truth, 
however  unseemly),  the  evil  is  probably  only  temporary 
and  one  that  is  perhaps  in  some  countries  almost  to  be 
expected.  Even  under  the  most  adverse  circumstances 
the  benefit  to  the  people  from  the  industries  and  from  the 
training  which  they  get  along  industrial  and  political  lines 
will  in  all  probability  bring  them  further  forward  in  civil- 
ization and  will  enable  them  sooner  to  get  both  the  honest 
control  and  the  economic  benefit  than  if  the  undertaking 
of  the  enterprise  were  delayed  until  among  the  people 
themselves  were  found  men  with  the  initiative  and  the 
capital  to  direct  a  great  industrial  enterprise,  like,  for 
example,  the  building  of  the  Assouan  dam  in  Egypt  or 
the  Trans-Siberian  railway,  or  the  Panama  Canal. 

On  the  other  hand,  if  the  people  are  intelligent,  en- 
terprising, wealthy,  in  very  many  instances  they  will 
develop  the  industries  of  a  country  without  political  dan- 
ger far  more  rapidly  by  themselves  under  merely  slight 
governmental  supervision  than  such  enterprises  could 
possibly  be  developed  by  the  government  itself. 

BY  people's   habits  OF  POLITICAL  INDEPENDENCE  OR 
SUBSERVIENCE. 

d.  Again,  if  a  people  have  been  for  generations  under 
rigid  governmental  control,  being  used  to  dictation  and 
subservience,  the  government  management  becomes  both 
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easier  and  more  necessary,  while  a  people  that  is  alert, 
ambitious,  and  used  to  self-direction,  will,  in  general, 
prefer  to  do  its  own  work  and  can  successfully  do  it 

BY    NATURE    OF    INDUSTRIES    CONCERNED.      THOSE    CON- 
NECTED WITH   GOVERNMENT. 

e.  I.  The  character  of  the  industry,  too,  affects  strongly 
the  extent  and  nature  of  governmental  control  over  it. 
Certain  industries  are  so  closely  associated  with  the  gov- 
ernment that  is  it  practically  essential  that  the  government 
manage  them.  The  necessity  of  careful  and  rapid  trans- 
mission of  intelligence  on  government  business  led  gov- 
ernments, even  in  ancient  times,  to  establish  post  roads 
and  relays  of  messengers  by  whom  orders  could  be  sent 
from  the  central  government  to  outlying  provinces. 
Gradually  out  of  this  necessity  of  government  has  grown 
our  post-office  system  which  seems  now  to  exist  primarily 
for  the  conduct  of  private  business;  but  if,  as  at  times 
has  been  suggested,  the  post-office  business  were  to  be 
put  into  private  hands,  the  government  would  still  need  to 
exercise  control  so  rigid  that  its  own  messages  would 
certainly  be  carried  promptly  and  secretly.  For  similar 
reasons  governments  as  a  rule  erect  their  own  forts, 
maintain  their  own  arsenals,  and  usually  build  their  own 
warships.  Entirely  aside  from  the  question  of  relative 
cost,  most  governments  will  prefer  to  build  their  own 
war-ships ;  and  even  where  this  is  not  done  in  their  own 
yards,  the  government  control  must  be  absolute. 

THOSE  OF  PRIME  IMPORTANCE  TO  THE  PEOPLE. 

e.  2.  Even  some  industries  that  are  not  practically  a 
part  of  the  government's  business,  may  yet  be  of  so 
fundamental  concern  to  practically  all  citizens  that  it 
would  be  considered  dangerous  to  leave  them  in  private 
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hands,  provided  the  individuals  concerned  could  make  of 
the  business  a  matter  of  personal  profit.  For  this  reason 
the  coinage  of  money  is  considered  a  function  of  sove- 
reignty. Banks  are  put  more  strictly  than  most  other  lines 
of  industry  under  government  control.  In  our  own  coun- 
try, since  education  is  looked  upon  as  the  foundation  of 
good  government,  our  schools  have  become  public  schools 
and  the  element  of  personal  profit  has  been  almost  entirely 
eliminated  from  our  educational  system.  It  may  seem 
odd  to  class  schools  with  industries,  but  some  schools,  I 
fear,  grind  out  graduates  for  profit.  Still  schools  run 
for  private  profit  now  occupy  a  very  subordinate  posi- 
tion and  are  to  be  considered  only  as  supplementary  to 
our  public  schools  for  the  benefit  of  those  who  have 
liberal  means  of  support.  The  extension  of  our  post- 
office  facilities  into  remote  country  districts,  where  the 
receipts  do  not  nearly  cover  expenses,  is  justified  on  the 
same  grounds.  The  cheap  and  rapid  transmission  of 
information,  as  a  means  of  education,  must  be  carried 
even  into  districts  where  a  private  corporation  could  not 
afford  to  do  the  work. 

THOSE  REQUIRING  GREAT  CAPITAL  WITH   RETURNS  LONG 

DELAYED. 

e.  3.  In  earlier  times,  before  the  financial  resources  of 
the  leading  countries  were  so  great,  and  before  the  cr^r- 
poration  as  a  method  of  business  organization  had  become 
common,  all  enterprises  requiring  great  capital  had  to  be 
in  the  hands  of  the  government  in  order  that  the  re- 
sources of  the  country  could  be  tapped  by  taxation  to 
undertake  them.  Under  modem  conditions  in  Europe 
and  America  this  is  no  longer  necessary,  but  wherever 
the  returns  from  the  investment  are  only  remote,  govern- 
ments still  sometimes  need  to  undertake  such  enterprises. 
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Several  of  the  most  important  governmental  activities  in 
the  United  States  to-day,  although  industrial  in  nature, 
are  of  this  type,  especially  those  which  relate  to  the 
development  and  conservation  of  our  national  resources. 
Foremost  in  the  public  eye  is  the  Panama  Canal ;  but  of 
scarcely  less  importance  are  the  noble  plans  of  the  present 
administration  for  the  development  of  our  great  inland 
water-ways,  the  bringing  under  cultivation  through  irri- 
gation of  vast  tracts  of  territory  otherwise  arid  and 
useless,  the  reclamation  of  swamps  and  bayous  through 
the  building  of  levees  and  drainage  ditches,  and  the 
rapidly  developing  movement  for  the  conservation  and 
eventually  the  profitable  cultivation  of  our  forests.  All 
these  enterprises  are  of  such  a  nature  that,  although  they 
are  ftmdamentally  industrial  and  ultimately  enormously 
profitable,  the  government,  to  protect  the  interests  of 
coming  generations,  must  exercise  immediate  control  and 
in  most  cases  must  carry  on  the  industry  as  a  government 
enterprise.  Most  of  these  colossal  undertakings,  however, 
are  of  such  a  nature  that  the  larger  part  of  the  direct 
work  can  be  done,  if  necessary,  through  the  aid  of  private 
corporations,  the  government  retaining  ownership  and 
exercising  control  in  the  careful  inspection  and  super- 
vision of  contracts. 

THOSE   MENTIONED  BY  JEVONS I     MONOPOLISTIC,   SIMPLE, 
PUBLIC,  NEEDING  LITTLE  CAPITAL. 

e.  4.  It  has  been  the  usual  experience  that  wherever 
the  element  of  private  profit  enters  into  the  management 
of  industry,  the  work  of  administration  is  likely  to  be 
,  more  efficient  and  the  cost  of  production  decidedly  les- 
sened, so  that  we  need  to  note  what  kinds  of  industries 
may  be  managed  by  the  government  with  least  waste.  In 
1867,  ^"  ^^^  address  before  the  Manchester  Statistical  So- 
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ciety,  defending  the  direct  management  of  certain  lines  of 
business  by  the  state,  Professor  Jevons  laid  down  in  his 
suggestive  way  the  following  principles  concerning  the 
industries,  and  the  only  industries,  he  thought,  which 
could  wisely  be  managed  by  the  state : 

1.  Where  numberless  widespread  operations  can  only 
be  efficiently  connected,  united  and  co-ordinated,  in  a 
single  and  extensive  government  system. 

2.  Where  the  operations  possess  an  invariable  routine- 
like character. 

3.  Where  they  are  performed  under  the  public  eye  or 
for  the  service  of  individuals,  who  will  immediately  de- 
tect and  expose  any  failure  or  laxity. 

4.  Where  there  is  but  little  capital  expenditure,  so  that 
each  year's  revenue  and  expense  account  shall  represent, 
with  sufficient  accuracy,  the  real  commercial  conditions  of 
the  department. 

The  post-office  is  perhaps  the  best  example  of  such  an 
industry.  Professor  Jevons  thought  these  principles  ap- 
plied fairly  well  to  the  telegraph  and  parcels  post,  but 
not  to  railways.  As  applied  to  England  thirty  years  ago 
his  opinion  was  probably  sound.  The  experience  of  the 
last  few  years  would  probably  permit  in  several  countries 
some  extension  of  these  principles;  but  they  are  still 
extremely  suggestive  and  useful  in  testing  industries 
which  the  government  contemplates  managing. 

GREAT   EXECUTIVE   TALENT   BEST    PAID   BY   PRIVATE 
COMPANIES. 

6.  The  success  of  all  great  industrial  enterprises  de- 
pends largely  upon  the  executive  head — ^he  must  be  inter- 
ested and  be  as  intelligent  and  as  skilful  as  possible. 
Such  men  must  ordinarily  be  chosen  only  for  the  sake 
of  the  business  itself.  The  experience  of  centuries  has 
shown  that,  take  it  by  and  large,  the  motive  of  self- 
interest  is  the  one  that  can  best  be  counted  upon  to 
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secure  the  best  executive  talent.  Under  our  present  stage 
of  civilization  private  corporations  will  give  higher  pay 
and  better  facilities  for  individual  initiative  and  skill  in 
work  than  is  possible  for  the  State  in  the  present  condition 
of  public  opinion.  It  is  generally  conceded  here  as  well 
as  in  England  that  lawyers  and  captains  of  industry 
receive  far  greater  rewards  in  private  life  than  in  public. 
Some  striking  examples  have  been  afforded  in  recent 
years  by  the  men  who  abandoned  the  greatest  engineering 
enterprise  of  the  present  century,  the  Panama  Canal,  in 
order  to  enter  the  service  of  private  corporations. 

BUT  MEN  SERVE  ALSO  FROM  SENSE  OF  DUTY. 

And  yet,  on  the  other  hand,  the  attractiveness  of  public 
service  for  its  own  sake  and  for  the  sake  of  the  distinc- 
tion of  office  or  from  the  sense  of  patriotic  duty,  is  like- 
wise not  wanting.  Men  now  in  the  Cabinet,  on  the  bench 
of  the  Supreme  Court  of  the  United  States  and  in  the 
Courts  of  Appeal  in  our  states,  have  sacrificed  tens  and 
scores  of  thousands  of  dollars  a  year  to  enter  the  public 
service.  Every  person  of  wide  acquaintance  can  mention 
instances  from  among  his  own  list  of  friends.  It  is  per- 
haps most  usual  to  find  instances  of  devotion  to  public 
service  among  men  who  have  been  especially  trained  for 
that,  as  in  our  officers  in  the  army  and  navy.  The  only 
possibility  of  special  reward  for  men  of  this  type  is  the 
added  reputation  of  doing  excellent  work  in  a  position  of 
great  responsibility  and  the  consciousness  of  duty  well 
done.  The  spirit  inculcated  at  Annapolis  and  West 
Point  stands  ready  to  sacrifice  self  if  necessary  for  the 
sake  of  duty.  I  am  glad  to  say  that  I  have  found  not  a 
little  of  this  same  spirit  of  devotion  to  duty  in  the  civil 
service.  I  think  it  is  rapidly  extending  and  that  this  will 
soon  materially  affect  our  government  work.  On  the 
other  hand,  men  trained  to  rigid  unquestioning  obedience, 
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whose  entire  life  is  placed  at  the  disposal  of  their  supe- 
riors from  day  to  day,  are,  I  think,  likely  to  lack  some- 
what in  the  personal  initiative  demanded  of  those  whose 
way  from  obscurity  to  success  must  be  fought  through 
stem  competition.  In  private  management  of  business 
the  weak  are  ruthlessly  cut  out,  the  strong  move  forward. 
In  public  life  men  are  much  more  likely  to  receive  posi- 
tions through  political  pressure  or  through  a  type  of 
examination  that  does  not  give  the  best  test  of  efficiency, 
or  through  routine  work  and  length  of  service.  For 
these  reasons  we  ordinarily  expect  to  find,  and  experience 
shows  that  the  expectation  is  well-founded,  that  enter- 
prises will  generally  be  carried  through  more  promptly 
and  with  less  expense  in  the  hands  of  private  managers 
than  under  public  management. 

ATTITUDE  TOWARDS  SOCIALISM. 

7.  These  circumstances  indicate  clearly  the  wise  atti- 
tude toward  socialism,  if  by  socialism  we  mean  the  policy 
of  taking  into  the  hands  of  the  state  for  ownership  and 
management  the  capitalistic  industries.  Possibly  such  a 
policy  may  be  best  in  some  ages  and  climes ;  such  a  policy, 
however,  could  be  successful  in  modem  industry  only 
by  a  change  of  human  attributes  or  of  social  conditions 
so  great  as  to  be  practically  revolutionary.  An  avaricious 
man  is  not  likely  to  become  public-spirited  in  office;  he 
will  rather  prostitute  his  office  to  personal  gain. 

We  need  not,  however,  be  frightened  by  a  name.  It 
may  well  be,  that,  under  certain  circumstances,  a  city  may 
find  it  wise  to  own  and  manage  its  water  works  and  its 
street  railways;  under  other  circumstances  for  special 
reasons,  usually  political,  a  state  must  administer  its 
railway  system ;  again,  a  great  manufacturing  enterprise 
or  a  gigantic  work  of  public  betterment  may  wisely  be 
carried  through  by  the  state.     Experience,  however,  in 
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various  ways  and  under  differing  circumstances  will 
show  that  for  the  present  at  any  rate  such  instances  are, 
relatively  speaking,  rare.  Wherever  it  is  made  clearly 
probable  that  the  policy  of  public  management  is  wise,  it 
should  be  adopted ;  but  it  would  be  unwise  to  declare  off- 
hand that  all  capitalistic  enterprises  at  any  time  in  any 
future,  however  remote,  can  best  be  managed  by  the 
state.  It  is  unsound  even  to  put  that  forward  as  a 
desirable  end.  The  end  looked  for  is  the  welfare  of  the 
citizens.  Wherever  and  whenever  that  can  best  be  se- 
cured by  public  ownership  and  n^anagement  there  can  be 
no  objection  to  such  form  of  enterprise.  Under  present 
conditions  such  a  policy  is  relatively  seldom  wise,  for 
both  economic  and  political  reasons.  The  burden  of 
proof  in  each  case  rests  upon  those  advocating  it. 

AND  TOWARDS  ANARCHY. 

The  other  extreme  of  governmental  policy,  scientific 
anarchy,  or  the  practical  abandonment  of  all  govern- 
mental control,  is  still  less  often  possible;  but  we  may 
freely  concede  that  either  socialism  or  scientific  anarchism 
in  special  ages  and  in  special  countries  might  be  wise. 

CONTROL  BY  COMMISSIONS  OR  INSPECTORS. 

8.  Less  rigid  and  less  difficult  than  direct  management 
is  the  control  that  governments  may  have  in  connection 
with  the  system  of  private  enterprise.  A  legislature  or 
the  executive  may  lay  down  fixed  rules  for  certain  lines 
of  industry,  and  a  commission  or  an  inspector  may  apply 
these  rules  in  special  cases.  We  have  in  many  states 
railway  commissions  and  bank  inspectors  whose  work  is 
largely  judicial  in  nature.  This  kind  of  work  does  not 
demand  so  ambitious  a  talent,  nor  a  talent  so  high-priced, 
although  the  judicial  gift  is  no  less  useful  to  the  public, 
and  possibly  no  less  rare  than  those  of  the  captains  of 
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industry.  Even,  therefore,  where  it  seems  best  to  aban- 
don the  idea  of  direct  public. management  of  industry, 
it  is  well  within  the  power  of  the  government  and  may 
much  more  frequently  be  found  advisable  to  adopt  a 
system  of  rigid  public  control. 

EFFECTS  OF  GOVERNMENTAL  MANAGEMENT  UPON  THE 

PEOPLE. 

9.  Of  vastly  more  importance  than  the  immediate 
ecomonic  result,  whether  good  or  ill,  of  the  government 
management  of  industry,  are  the  indirect  effects  upon 
the  temper  and  intelligence  and  development  of  the  peo- 
ple. The  effects  of  government  activity  in  industry  are 
some  of  them  good,  some  bad.  It  is  desirable  to  discrim- 
inate carefully,  and  in  determining  a  government's  policy 
to  perform  so  far  as  possible  only  acts  that  will  have  a 
good  effect  upon  the  people. 

IT  MAY  SET  AN  EXAMPLE  TO  PRIVATE  ESTABLISHMENTS. 

As  has  already  been  explained,  the  government  activity 
in  behalf  of  the  general  welfare  can  at  times  be  carried 
out  on  lines  impossible  for  a  private  company.  It  is  pos- 
sible for  the  government,  if  necessary,  to  support  an 
industry  in  part  by  taxation,  as,  in  order  to  increase  the 
general  intelligence,  we  in  part  support  our  post-office. 
For  the  same  end  the  Government  may  in  certain  lines 
make  experiments,  industrial  as  well  as  political.  With 
careful  regard  for  cost  of  work  and  justice  to  the  tax- 
payer the  Government  in  its  industrial  enterprises  should 
lead  and  educate  public  opinion  in  promoting  the  welfare 
of  society.  In  all  government  enterprises,  a  standard  of 
excellence  should  be  set  in  the  quality  of  work  done,  in 
the  conditions  of  work  of  the  laborers,  in  strictness  of 
accounting,  in  upright  management. 
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IT  SHOULD  FIX  LIMITS  OF  COMPETITION. 

It  may  sometimes  be  desirable,  in  order  that  the  benefits 
of  private  enterprise  may  be  secured  without  giving  to 
private  corporations  the  unreasonable  profits  which  under 
certain  monopolistic  circumstances  they  might  be  able  to 
secure,  that  the  government  compete  directly  with  private 
enterprise  in  order  to  hold  prices  within  reasonable  bounds. 
It  might  become  best  for  the  post-office,  for  example,  to 
extend  its  parcel  post  in  co^ipetition  with  the  express 
companies.  Ordinarily,  however,  the  government  can 
best  direct  the  private  management  of  public  enterprises 
through  inspection  and  supervision  rather  than  by  direct 
competition.  We  must  recognize  the  fact  that  competi- 
tion affords  on  the  whole  the  best  stimulus  to  effort,  to 
originality  of  thought,  and  to  the  development  of  per- 
sonality in  enterprise.  The  government  may  thus,  as 
already  intimated,  speaking  generally,  secure  the  public 
welfare  best  by  encouraging  private  enterprise,  simply 
fixing  the  limits  of  competition  within  standards  of 
honesty  and  efficiency  of  service.  This  principle  of 
competition,  too,  it  should  be  recognized,  is  found  not 
merely  in  business  where  the  reward  is  money  profit,  but 
likewise  in  all  other  fields  of  endeavor,  where  the  reward 
may  be  fame  or  merely  a  spirit  of  self-satisfaction  over 
good  work  well  done.  There  is  competition  in  football, 
even  in  philanthropy,  as  well  as  in  money  making.  The 
government  should  simply  see  to  it  that  the  competition 
in  all  directions  is  kept  within  fair  and  just  limits. 

THE  GOVERNMENT  CANNOT  ESCAPE  THE  RESPONSIBILITY 
OF  CONTROL. 

10.  Whether  the  government  will  or  no,  it  cannot 
throw  off  the  responsibility  of  supervision  and  control 
over  such  industrial  enterprises  as  we  have  considered. 
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and  it  seems  certain  that,  unless  business  men  leam  to 
recognize  more  fully  their  obligations  to  the  general  pub- 
lic, the  government  must  extend  the  range  of  its  control. 

IT   MUST  EXTEND  ITS   CONTROL  UNLESS  BUSINESS 
PRACTICE  CHANGES. 

II.  Many  of  the  business  men  of  the  country  do  not 
yet  fully  recognize  their  obligations  to  the  public,  nor  do 
they  see  clearly  the  fiduciary  character  of  their  business. 
They  are  trustees  for  the  public  in  no  small  degree. 
They  excuse  themselves  for  many  acts  inimical  to  the  in- 
terests of  the  public  on  the  ground  that  they  may  prove 
beneficial  to  their  stockholders — and  this  in  all  good 
faith.  With  the  increase  in  the  size  and  complexity  of 
business  organizations,  however,  the  principle  of  caveat 
emptor  ought  not  to  be  made  to  apply  in  general.  The 
common  man  cannot  care  for  his  own  interests.  A  de- 
positor in  a  bank,  for  example,  cannot  of  himself  judge 
the  risks  he  is  taking.  If  the  banker  will  not  carefully 
protect  his  depositor,  the  Government  should  compel  him 
to  do  so  by  more  rigid  control. 

RELATION  OF  THE  PANIC  TO  GOVERNMENT   CONTROL. 

The  fact  is  that  the  late  widespread  suspension  of  cash 
pa)mients  throughout  the  country,  disguised  somewhat  by 
the  use  of  clearing  house  certificates  and  other  devices, 
and  by  the  fact  that  bank  notes  were  safe,  is  a  public 
calamity  due  less  to  the  activity  of  any  government  official 
than  to  the  need  of  more  rigid  government  control.  Fail- 
ure to  honor  a  check  in  cash  is  enough  of  the  nature  of 
failure  to  redeem  a  bank  note  so  that  such  an  act  ought 
not  to  be  passed  over  lightly.  Our  bankers,  in  order  to 
pay  high  returns  to  their  stockholders,  had  in  some  in- 
stances gone  much  beyond  the  limit  of  safety  in  reducing 
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their  reserves.  They  had  too  often  resorted  to  practices 
doubtful  for  a  fiduciary  business;  they  had  counted  de- 
posits in  other  banks  as  part  of  their  own  resources,  a 
practice  which,  though  legal,  is  of  doubtful  wisdom,  and 
when  the  storm  came,  each  looking  to  his  own  need  (with 
the  exception  of  some  of  the  larger  establishments  whose 
own  close  relations  with  the  market  compelled  action), 
got  what  cash  he  could  and  retained  it  in  his  vaults,  thus 
increasing  the  tension  of  the  stringency.  Unless  the 
bankers  can  devise  better  plans  than  they  now  practice 
for  checking  the  reckless  among  their  fellows  and  heart- 
ening the  over-cautious,  the  Government  must  play  a 
more  active  part  in  control.  I  do  not  mean  that  the 
Treasury  is  to  be  more  active  in  an  emergency.  The 
government  must  do  more  to  prevent  the  emergency's 
arising.  And  this  principle  applies,  not  only  to  banks,  but 
with  greater  emphasis  to  all  great  companies,  railroads 
and  trusts,  whose  stocks  are  at  the  mercy  of  the  directors, 
and  the  prices  of  whose  products  within  rather  broad 
limits  are  only  slightly  regulated  by  competition.  What 
does  a  stockholder  in  a  great  corporation  like  the  Ameri- 
can Tobacco  Co.,  or  the  American  Sugar  Refining  Co.,  or 
the  Standard  Oil  Co.,  or  any  of  the  50  largest  Trust  com- 
panies, know  of  the  real  value  of  his  holdings  and  of  what 
may  be  done  within  three  months  to  increase  or  lower  the 
value?  And  what  does  the  public  know  of  the  measures 
that  may  be  taken  to  increase  or  lower  the  prices  which 
the  grocers  must  pay  the  manufacturing  companies  for 
their  goods?  Business  men  in  these  important  positions 
will  in  time  learn  their  duty  toward  the  public,  but  prob- 
ably the  Government  must  lead  the  way.  The  change 
from  small  industrial  conditions  to  large  has  come  so 
swiftly  that  the  business  men  in  most  cases  are  not  mo- 
rally to  blame  for  their  lack  of  adjustment  to  new  con- 
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ditions,  but  they  will  be  blameworthy,  if  they  delay,  and 
the  Government  does  well  to  stimulate  their  activity. 

SUMMARY. 

12.  It  would  be  beyond  my  purpose  at  the  present  time 
to  apply  these  general  principles  to  specific  cases  in  the 
United  States,  and  to  give  my  opinion  as  to  exact  rules 
that  the  Grovemment  should  lay  down  or  as  to  the 
industries  which  the  public  should  own  or  control.  I 
consider  only  a  few  general  principles.  This  much  may 
be  said  in  summary.  In  the  discussion  of  such  questions 
as  public  control  of  public  service  corporations  we  ought 
not  to  be  swayed  at  all  by  the  fear  that  we  shall  be  called 
either  socialists  or  scientific  anarchists.  We  should  re- 
cc^ize  that  there  is  much  truth  in  the  teachings  of  those 
who  advocate  government  ownership  and  management; 
perhaps  an  equal  amount  of  truth  in  the  teachings  of 
those  who  advocate  the  let-alone  policy  carried  to  the 
extreme.  The  public  and  scientific  thinkers  owe  a  debt 
to  both  classes.  It  is  our  duty  to  judge  each  individual 
case  on  its  own  merits,  taking  into  account  local  con- 
ditions, industrial,  political,  and  personal.  Moreover,  we 
should  recognize  the  fact  that  society  and  political  insti- 
tutions are  changing  and  progressing  and  that  a  policy 
wise  to-day  may  be  unwise  twenty  y^ars  hence;  that  a 
policy  successful  in  Europe  will  probably  not  be  equally 
successful  here ;  that  in  no  case  can  we  accept  as  conclu- 
sive the  experience  of  others  or  even  our  own  present  ex- 
perience ;  and  that  on  the  whole  the  government  probably 
needs  to  extend  its  control  especially  over  the  larger  com- 
panies, unless  their  managers  take  the  public  more  fully 
than  now  into  their  confidence.  In  every  case  our  final 
appeal  is  to  common  sense,  good  judgment,  and  an  un- 
selfish regard  for  the  public  welfare. 
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ARE  SAVINGS  INCOME? 
Irving  Fisheil 

It  is  but  natural  that  the  heretical  views  contained  in 
my  book,  "The  Nature  of  Capital  and  Income'',^  should 
have  aroused  criticism,  but  I  confess  I  have  been  sur- 
prised at  the  manner  in  which  this  criticism  has  been  dis- 
tributed. Many  of  the  views  expressed  to  which  resis- 
tance was  expected  have  been  accepted,  while  some  of 
those  which  seemed  beyond  debate  have  been  among  the 
first  to  be  questioned.  The  most  striking  instance  of  the 
latter  is  found  in  the  case  of  the  thesis  that  an  increase 
in  the  value  of  capital  is  not  a  part  of  income.  This  has 
been  a  cherished  heresy  of  mine  since  it  was  first  stated* 
in  1897. 

I  realize  that  increments  of  capital,  or  "savings",  are 
often  regarded  as  income  both  by  economists  and  busi- 
ness men.  Edward  Cannan  has  specifically  stated  that  • 
the  income  of  a  nation  during  any  given  period  consists 
of  two  parts,  the  first  being  the  sum  of  goods  enjoyed  by 
the'  community  during  the  given  period,  and  the  second, 
all  additions  to  capital  during  that  period.  Accountants 
often,  if  not  usually,  reckon  income  on  the  same  basis. 
The  burden  of  proof,  therefore,  rests  with  those  of  us 
who  deny  that  savings  are  income.  The  object  of  this 
paper  is  to  justify^  this  negation. 

We  may  pause  here  to  explain  the  senses  in  which 
terms  will  be  used.     The  phrase  capital-goods  is  used 

*New  York  (The  Macmillan  Co.),  1906. 

•"The  Role  of  Capital  in  Economic  Theory",  Economic  Journal, 

December,  i8p7,  pp.  532-3. 

21 


Digitized  by 


Google 


22  American  Economic  Association 

in  the  sense  of  any  stock  of  wealth  or  property  exist- 
ing at  an  instant  of  time.  The  value  of  such  a  stock  is 
called  capital-value.  The  term  "capital"  is  used  as  an 
abbreviation  of  capital-value.  In  the  same  way  the 
phrase  income-services  is  used  in  the  sense  of  any  desir- 
able events  which  occur  by  means  of  capital  goods  during 
any  given  period.  The  value  of  these  services  is  called 
income-value.  The  term  "income"  is  used  as  an  abbre- 
viation for  income  value.  Finally  the  term  "savings" 
during  any  period  is  used  to  signify  the  increase  in  capi- 
tal value  in  the  period  under  consideration. 

If  these  definitions  are  adopted,  the  question  "Are 
savings  income?"  would  seem  to  answer  itself  in  the 
negative.  We  have,  however,  no  desire  to  avoid  an 
issue  by  framing  definitions.  The  issue  which  we  have  to 
discuss  is  more  than  a  verbal  one,  and  cannot  be  escaped 
by  recourse  to  definitions.  The  adoption  of  the  defini- 
tion's just  formulated  for  capital,  savings,  and  income, 
merely  obliges  us  to  restate  the  question.  If  we  employ 
these  definitions,  the  question,  "Are  savings  income?" 
used  as  the  title  of  this  paper,  while  it  has  the  merit  of 
brevity,  is  not  accurately  stated.  As  a  more  accurate 
formulation,  we  may  substitute  the  following  questions : 
In  what  respect  are  savings  and  income  alike?  In  par- 
ticular, are  they  alike  in  their  relations  to  capital?  We 
know  that  capital  is  the  discounted  value  of  expected  in- 
come. Is  it  true  that  capital  is  also  the  discounted  value 
of  expected  savings?  If  so,  is  the  discount  process  ap- 
plied to  savings  in  the  same  way  as  to  income?  Or  do 
we  need  to  distinguish  carefully  between  the  discount 
process  as  applied  to  savings  and  the  discount  process  as 
applied  to  income? 

I  maintain  that  savings  are  not  discounted  in  the  same 
way  that  income  is  discounted.     My  opponents  maintain 
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that  they  are.  This  is  the  real  issue  between  us.  To  sep- 
arate still  more  clearly  the  essential  issue  from  all  ques- 
tions of  terminology,  the  question  under  debate  may  be 
expressed  without  using  the  term  "income"  at  all,  thus : 
Is  an  expected  increase  in  the  value  of  capital  discounted 
in  the  same  way  that  the  expected  services  of  capital  are 
discounted?  To  this  question  I  answer,  no.  My  oppo- 
nents, if  I  understand  them,  answer,  yes. 

It  is  granted  that  "savings  come  out  of  income".  But 
we  shall  avoid  misunderstanding  if  we  add  that  the  phrase 
"savings  come  out  of  income"  is  not  to  be  taken  in  the 
sense  that  savings  were  first  income  and  afterward  be- 
came capital.  On  the  contrary,  these  savings  always 
were,  and  still  remain  capital.  They  are  "saved"  from 
becoming  income.  Savings  come  out  of  income  in  the 
sense  that  whatever  amount  is  saved  diminishes  current 
income  by  just  that  much.  It  is  contended  that  savings, 
coming  out  of  income,  cannot  be  in  income.  Those  who 
regard  savings  as  taken  out  of  income  and  yet  as  still  a 
part  of  income  are  guilty,  we  believe,  of  a  species  of 
double  counting  and  of  a  confusion  between  capital  and 
income. 

A  few  examples  will  serve  to  illustrate  the  issue  which 
has  now  been  drawn.  A  man  owns  a  forest,  newly 
planted.  It  cannot  give  him  any  income  by  yielding  lum- 
ber for  perhaps  twenty  years.  During  this  period  the 
value  of  the  forest  will  gradually  rise  as  the  time  for 
cutting  approaches.  If  the  rate  of  interest  is  five  per 
cent,  and  we  suppose  the  yield  of  the  timber  land  to  be 
certain,  the  accumulation  of  value  will  take  place  at  five 
per  cent,  pei*  anntmi.  If  the  land  is  regarded  to-day  as 
worth  $100,000,  it  will,  under  these  conditions,  become 
worth  $105,000  at  the  end  of  a  year,  and  will  continue 
to  accumulate  at  5  per  cent,  compound  interest  until 
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the  time  of  cutting  arrives.  Those  who  maintain  that 
savings  and  income  are  indistinguishable  point  out  that 
the  holder  of  the  land  worth  $100,000  may,  at  the  end 
of  the  year,  realize  an  increment  value  of  $5,000  by 
selling  a  part  of  his  land,  or  by  selling  all  of  it  and 
reinvesting  the  original  principal.  "Why,  therefore", 
they  ask,  "should  we  not  count  the  $5,000  added  to  the 
capital  value  as  true  income?"  Another  example  is  that 
of  a  bond  increasing  in  value  between  interest  pa)mients, 
or  that  of  a  deferred  annuity,  or,  simplest  of  all,  that  of  a 
savings-bank  "account  accumulating  at  compound  interest. 

In  all  these  cases,  and  many  others  which  might  be 
cited,  my  critics  maintain  that  the  annual  accretion  in 
the  value  of  any  capital-goods  should  be  regarded  as 
indistinguishable  from  and  as  part  of  the  income  from 
that  capital.  It  is  with  this  thesis  that  I  take  issue.  I 
contend  that  an  increase  of  capital  value,  as  long  as  it 
remains  a  part  of  the  capital  and  is  not  detached  from  it, 
is  capital  and  not  income  in  the  sense  that  it  can  be 
discounted  as  other  income  is  discounted. 

It  is  important  to  observe  at  the  outset  that,  although 
income  is  produced  by  capital,  the  value  of  capital  is, 
paradoxically,  produced  by  the  value  of  income.  We  may 
say  that  apples  are  produced  by  an  orchard,  but  we  cannot 
say  that  the  value  of  the  apples  is  produced  by  the  value  of 
the  orchard.  On  the  contrary,  the  value  of  the  orchard 
is  produced  by  the  value  of  the  ap|des.  In  other  words, 
when  we  have  to  deal  with  the  values  of  capital  and 
income  and  not  their  quantities,  we  have  to  reverse  the 
order  of  causation.  Capital  value  is  always  the  dis- 
counted value  of  expected  income.  It  follows  that  the 
increase  in  the  value,  during  any  period,  of  an  orchard, 
a  forest,  a  bond,  an  annuity,  a  savings-bank  account,  or 
any  other  property  or  wealth,  constitutes  "savings"  in  the 
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sense  we  have  given  to  that  term.  This  increase  in  value 
is  due  to  the  progressive  approach  of  the  time  in  the 
future  when  the  orchard  is  expected  to  bear  apples,  the 
forest  to  )/ield  timber,  or  in  general  the  property  or  wealth 
to  yield  up  its  benefits  or  services.  It  is  the  gradual  ap- 
proach of  future  services  which  causes  the  value  of  any 
instrument  to  rise.  Moreover,  this  cause— the  approach 
in  time  of  expected  benefits  from  capital-goods — is  the 
only  cause  for  an  increase  in  its  value  which  we  need  to 
consider  here.  Other  causes,  such  as  the  influence  of 
uncertainty,  are  not  under  discussion.  We  may  assume, 
therefore,  to  simplify  the  discussion,  that  there  is  no 
uncertainty  about  the  future  yield  of  capital  and  no 
change  in  the  rate  of  interest  by  which  it  is  valued. 

Under  these  conditions,  the  capital  will  increase  in 
value  until  the  first  item  of  income  arrives.  The  orchard, 
for  instance,  will  appreciate  up  to  the  time  of  its  first 
crop.  When  this  crop  is  detached,  the  value  of  the 
orchard  will  fall  back  by  the  value  of  the  crop  removed 
from  it.  Thereafter  the  value  will  again  ascend  with  the 
approach  of  each  succeeding  crop  and  descend  upon  its 
removal. 

The  successive  increases  and  decreases  in  value  of  the 
orchard  may  or  may  not  be  equal  to  each  other.  But 
whether  equal  or  not,  they  must  not  be  confounded. 
After  reading  what  my  critics  have  written  on  the  sub- 
ject, it  seems  to  me  that  they  have  failed  to  distinguish 
between  the  rise  of  capital  value  and  its  fall  when  its 
services  are  rendered;  and  that  this  confusion  between 
the  rise  and  fall  of  capital  is  in  turn  due  to  fixing  attention 
exclusively  on  the  case  where  the  principal  or  capital  sum 
remains  intact  We  shall,  accordingly,  begin  by  consid- 
ering this  case.  Let  us  therefore  suppose  that  the  orchard 
will  yield  crops,  of  equal  value,  annually  and  forever.  The 
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case  is  therefore,  to  all  intents  and  purposes,  the  case  of 
a  perpetual  annuity.  Let  M  N  (Figure  i)  represent  the 
value  of  the  orchard  (or  other  perpetual  annuity)  at  the 
beginning.  This  is  the  discounted  value  of  its  expected 
succession  of  crops.  As  the  first  crop  (or  interest  pay- 
ment) approaches,  the  value  of  the  capital  will  rise  in 
anticipation  of  that  crop  until  it  (the  capital  value)  be- 
comes equal  to  m  n;  whereupon  the  crop  n  g  is  removed, 
and  the  value  of  the  capital  is  restored  to  it5  original 
amount  m  q,  equal  to  M  N.  The  capital  value  then  grad- 
ually ascends  again  until  the  next  crop  (or  interest  pay- 
ment) is  reached,  and  falls  as  the  crop  (or  interest)  is 
detached. 

According  to  the  concepts  which  I  believe  to  be  correct, 
income  is  represented  in  this  diagram  merely  by  the  ver- 
tical lines  n  q,  n'  q\  etc.,  marking  the  detachment  of 
the  crop  from  the  orchard  or  of  interest  from  the  annuity. 
These  detachments  are  the  definite  events  or  services  in 
anticipation  of  wliich  the  orchard  or  bond  has  any  value 
whatever. 

Now,  it  is  true  that  the  value  of  the  orchard  rises 
between  successive  crop  seasons  by  an  amount  exactly 
equal  to  the  value  of  the  annual  crop.  It  would  therefore 
seem  at  first  almost  unnecessary  to  distinguish  between 
the  rise  and  fall.  The  crop  (or  interest),  it  might  be 
said,  is  itself  the  increment  of  value.  Any  sharp  distinc- 
tion between  the  ups  and  downs  of  such  a  curve  seems 
at  first  unnecessary,  if  not  absurd.  It  makes,  however, 
a  vast  difference  to  our  analysis,  whether  we  consider  the 
income  of  the  orchard  or  the  annuity  to  be  the  successive 
"ups"  or  the  successive  "downs"  in  the  curve.  In  passing 
it  may  be  noted  that  although  in  the  particular  case  con- 
sidered the  "ups"  and  "downs"  are  equal,  they  are  never- 
theless not  coincident  in  time.     The  significance  of  this 
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difference  between  them  will  be  emphasized  later.  At 
present  it  seems  best  to  proceed  from  the  simple  case 
of  a  perpetual  annuity  with  a  capital  value  remaining 
unchanged  from  year  to  year  to  the  more  general  case 
in  which  the  orchard  or  other  source  of  income  yields  a 
changing  and  terminable  series  of  crops  or  services.  In 
this  general  case  the  "ups"  and  "downs"  of  capital  value 
are  not  even  equal  to  each  other.  The  case  is  represented 
in  Figure  2.  Here  the  value  of  the  property  is  at  first 
M  N,  This  represents  the  discounted  value  of  all  the 
expected  future  income.  We  must,  in  constructing  this 
diagram,  proceed  backward  from  the  remotest  point  in 
the  future  at  which  income  accrues.  Let  the  last  item  of 
income  be  a,  the  next  to  the  last  b,  and  the  others  c,  d,  e. 
Through  the  top  of  the  line  a  we  draw  a  curve  called  the 
"discount  curve",'  the  height  of  which  at  any  point  repre- 
sents the  discounted  value  of  a,  as  anticipated  at  any  time. 
This  discount  curve  is  drawn  descending  gradually  to- 
ward the  left  until  it  reaches  a  point  directly  over  the 
next  to  the  last  item  of  income  b,  whereupon  b  is  added, 
and  the  combined  height  of  m''  n''  represents  the  value 
of  the  capital  at  this  earlier  point  of  time.  From  n''  in 
turn  another  discount  curve  is  drawn,  n''  q^,  until  a  point 
is  reached  directly  over  the  income  item  c ;  we  then  pro- 
ceed upward  in  the  same  manner  to  n',  and  descend 
by  the  discount  curve  to  iV''' ;  and  so  on,  until  we  finally 
reach  the  point  N,  the  height  of  which,  M  N,  is  the  com- 
bined discounted  value  of  all  the  income  items  a,  b,  c,  d,  e. 
It  is  evident,  reversing  our  outlook,  that,  as  time 
elapses,  the  value  of  the  capital  will  gradually  rise  from 
the  height  of  'N  to  the  height  of  n,  and  then  proceed  by 
sudden  falls  and  gradual  rises  until  it  reaches  zero  at  m'", 
after  the  last  available  service,  a,  is  rendered. 

•  Sec  the  writer's  "Nature  of  Capital  and  Income",  p.  204. 
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Consider  first  the  period  M  M\  During  this  period 
there  is  only  a  rise  in  the  capital  value,  and  no  fall.  It 
is  certain,  therefore,  that,  so  far  as  this  period  is  con- 
cerned, we  cannot  identify  or  confuse  a  rise  with  a  fall. 
The  capital  rises  steadily  from  M  N  to  M^  N\  the  actual 
increase  being  N^  P'.  The  question  at  issue  is  whether  or 
not  N^  P'  is  to  be  regarded  as  income  in  the  same  manner 
as  a,  h,  c,  d,  e  are  regarded  as  income.  Is  N'  P'  discount- 
able in  the  same  manner  as  a,  h,  c,  d,  e'i 

It  is  clear  that  the  capital  M  N  is  fully  accounted  for 
by  discounting  the  items  a,  b,  c,  d,  e\  and  that  if  we 
should  attempt  to  add  to  the  sum  of  the  discounted  value 
of  these  items  the  discounted  value  of  P'  N^  also,  the 
resulting  sum  would  be  larger  than  M  N  and  incorrect. 
It  follows  that  P'  N^  cannot  be  considered  as  discountable 
income  in  addition  to  the  other  items  of  income. 

We  may  note  here  a  curious  pitfall  which  seems  to  have 
entrapped  some  economists.  Not  only  are  they  disposed 
to  regard  the  "up"  of  the  curve  as  income  instead  of  the 
"down",  but  they  include  in  the  "up"  the  original  sum 
M  N.  If  a  person  receives  an  orange  grove,  worth  M  N 
because  of  the  value  of  the  oranges  which  will  be  after- 
ward yielded  in  the  items,  e,  d,  c,  h,  a,  one  of  my  critics 
states  that  he  would  regard  the  receipt  of  the  orange 
grove  M  i\^  as  itself  true  income,  and  afterward  the  inter- 
est upon  its  value  as  additional  income.  In  other  words, 
he  regards  all  the  "up^*  of  the  curve  from  M  to  w'"  as 
income. 

It  is  quite  true  that  the  aggregate  sum  of  all  these 
"ups"  will  be  exactly  equal  to  the  aggregate  sum  of  all 
the  "downs",  a,  h,  c,  d,  e,  on  the  same  principle  that  a 
stone,  thrown  into  the  air  and  falling  again  to  the  level 
from  which  it  is  thrown,  must  have  risen  to  an  aggregate 
height  equal  to  its  aggregate  fall.    Inasmuch  as  the  sum 
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of  the  "downs"  is  the  aggregate  income,  it  might  seem 
that  we  were  at  equal  liberty  to  regard  the  equal  sum  of 
all  the  "ups"  as  income.  But  this  is  an  error;  for,  al- 
though the  sum  ot  all  the  "ups"  is  equal  to  the  sum  of  all 
the  "downs",  their  location  in  time  is  different.  The  "ups" 
always  occur  in  advance  of  the  "downs",  and  therefore 
the  discounted  value  of  the  "ups"  would  be  greater  than 
the  discounted  value  of  the  "downs".  And,  since  we 
know  that  the  discounted  value  of  the  "downs"  is  correct, 
it  follows  that  the  discounted  value  of  the  "ups"  cannot 
be  correct. 

A  wrong  path,  if  followed  far  enough,  will  lead  to 
difficulties.  The  critic  above  referred  to,  when  pressed, 
admitted  that,  according  to  his  definition  of  income,  the 
bequest  to  a  young  man  a  few  years  ago  of  securities 
bearing  an  income  of  $5,000,000  a  year  (and  for  that 
reason  valued  at  $100,000,000)  was  a  bequest  not  only 
of  an  income  of  $5,000,000  a  year,  but  also  of  an  addi- 
tional initial  item  of  income  of  $100,000,000!  To  in- 
clude, in  this  manner,  as  income  the  capital  value  of  other 
income  is  not  only  opposed  to  common  sense,  but  leads 
us  to  ask  the  question,  How  could  a  testator  contrive  to 
bequeath  an  income  of  $5,000,000  without  at  the  same 
time  unintentionally  bequeathing  an  additional  initial  in- 
stalment of  income  of  $100,000,000?  To  tie  up  his 
bequest  in  trust  would  not  avail,  for  the  beneficiary, 
though  he  could  not  spend  the  principal,  would  still  be 
in  the  position  of  acquiring  its  value  as  an  equity  of 
$100,000,000  against  the  trustee. 

Qearly  the  $100,000,000  is  not  income,  but  capital — 
the  discounted  value  of  Income.  The  young  man  did  not 
receive  $100,000,000  of  immediate  income  and  $5,000,000 
of  income  each  year  thereafter.    He  merely  received  an 
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income  of  $5,000,000  a  year,  the  $100,000,000  being  its 
capitalization  or  discounted  value.  He  is  only  half  as 
well  off  as  an  heir  to  whom  is  bequeathed  an  initial  sum 
of  $100,000,000  in  addition.  The  income  accounting 
adopted  by  my  critic  leaves  no  room  for  this  distinction. 
Naturally,  it  leads  to  double  counting;  for,  if  the  logic  is 
sound  by  which  the  heir  is  to  be  regarded  as  receiving  an 
initial  item  of  income  of  $100,000,000  as  well  as  succes- 
sive items  of  $5,000,000  a  year  forever,  what  is  to  hinder 
our  discounting  all  these  items  of  income  indiscrimi- 
nately, including  the  $100,000,000  immediately  receiv- 
able, and  thus  obtaining  $200,000,000  as  the  value  of  the 
young  man's  bequest  just  before  the  $100,000,000  is  paid 
over  to  him?  In  fact,  such  a  process,  if  permissible  once, 
can  be  repeated  indefinitely.  Having  last  deduced  that 
the  heir  receives  an  initial  item  of  $200,000,000,  we  now 
have  a  series  of  income  items,  the  capital  value  of  which 
is  $400,000,000!  Evidently  the  fallacy  of  double  count- 
ing, once  begun,  logically  multiplies  itself  indefinitely. 
Additions  to  capital,  whether  acquired  by  gift  or  by 
saving,  are  not  income,  but  the  present  value  of  income. 
While  I  do  not  suppose  anyone  will  gainsay  that  income 
must  be  so  defined  that  the  capital  M  N  is  the  discounted 
value  of  the  whole  income,  it  may  still  seem  that,  in  some 
manner,  P'  N^  is  discounted  in  the  value  oi  M  N  and  may 
be  called  income.  And  this  is  tnie;  but  the  manner  in 
which  P'  iV'  is  discounted  is  not  the  same  manner  as  that 
in  which  the  genuine  income,  a,  b,  c^  d,  e,  is  discounted. 
N^  P'  is  discounted  instead  of  income,  not  in  addition 
to  it.  An  example  will  make  this  clear.  A  speculator 
buys  a  piece  of  city  real  estate  for  $1,000,  hoping  it  will 
sell  later  at  a  higher  price,  and  not  intending  to  make 
any  use  of  the  •ground  in  the  meantime.  If  he  were 
asked  whether  or  not  the  value  of  the  land  when  he  bought 
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it  included  an  anticipation  of  its  future  rise,  he  would 
undoubtedly  answer  in  the  affirmative,  and  he  is  right  in 
the  sense  that  the  future  increase  of  value  is  included 
in  his  discount  process.  But  the  speculator,  it  must  be 
remembered,  is  depending  on  reselling  the  land  to  some- 
one else.  This  may  be  another  speculator,  but  ultimately 
there  must  be  some  owner  who  will  use  the  land  otherwise 
than  by  merely  reselling.  This  ultimate  use  of  the  land 
is  in  view  from  the  very  start,  and  the  price  at  which 
each  speculator  hopes  to  sell  will  be  itself  the  discounted 
value  of  the  uses  to  which  the  land  will  finally  be  put. 
It  follows  that  the  speculator  who  discounts  a  future  rise 
in  price  is  merely  r^discounting  the  future  discounted 
value  of  the  final  uses  of  the  land. 

This  fact  is  shown  clearly  in  the  diagram.  The  specu- 
lator who  holds  the  property  in  the  time  interval  M  M^ 
regards  M  iV  as  the  discounted  value  of  M'  N\  which  cer- 
tainly includes  the  increment  P^  N\  This  increment  is 
really  discounted  by  him,  as  he  does  not  look  any  further 
ahead  than  the  point  of  time  N\  But  if  we  look  beyond 
the  point  of  time  M',  We  observe  that  M'  iV'  (including 
P'  N^)  is  itself  the  discoimted  value,  at  that  point  of  time, 
of  the  income  items,  a,  b,  c,  d,  e.  Consequently  the  man 
who  pays  M  N,  because  he  sees  that  the  future  value  will 
be  increased  to  M'  N\  is  in  effect  discounting  a,  b,  c,  d,  e. 
In  short,  these  items  of  income,  a,  b,  c,  d,  e,  are  dis- 
counted in  two  stages.  In  the  first  stage,  they  are  dis- 
counted from  the  remotest  point  w'",  back  as  far  as  M\ 
the  result  being  M'  W\  in  the  second  stage  this  capital 
value  M'  N'  is  in  turn  discounted  back  to  M ,  the  result 
being  M  N. 

There  are  other  respects  in  which  the  increase  of  cap- 
ital value  P'  N^  differs  from  the  true  income  a,  b,  c,  d,  e. 
One  is  that  the  location  in  time  of  this  increase  of  value 
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is,  for  discount  purposes,  movable  instead  of  fixed.  To 
make  this  point  clear,  let  us  proceed  to  a  time  later  than 
M^,  namely  M",  and  consider  in  what  respect  M  N  can 
be  regarded  as  including  the  discounted  value  of  the 
increments  of  capital  between  the  points  of  time  M  and 
M^\  There  are  evidently  now  two  increments  of  value, 
the  first  being  P^  N\  the  increment  of  value  in  the  first 
period,  and  the  second  being  P"  N'\  the  increment  in  the 
second  period.  These  two  increments,  together  with  the 
principal  sum,  are  represented  as  Af"  N'\  and  form  the 
total  value  of  the  capital  at  the  point  of  time  M^\  Thus 
M"  AT''  consists  of  three  pirts,  (i)  M'^  R,  the  original 
capital,  (2)  R  P'^  the  increment  (equal  to  P'  N^)  accru- 
ing in  the  first  period,  and  (3)  the  increment  P''  N^^ 
accruing  in  the  second  period.  But  in  this  statement  we 
have  been  forced  to  shift  forward  the  first  increment 
from  P'  iV'  at  the  end  of  the  first  period  to  the  position 
R  P'',  at  the  end  of  the  second  period.  Without  such 
shifting  forward,  it  would  not  be  true  that  the  original 
capital  value  of  .M  N  was  the  discounted  value  of  the 
principal  M"  R  together  with  the  discounted  value  of  the 
two  increments  P'  N^  and  P"  i\r".  The  proposition  is 
true,  only  on  the  condition  that  the  increments  for  two 
periods  are  both  located  at  the  end  of  the  second  period. 
If  a  still  later  point  of  time  is  taken,  the  increments,  to 
be  discounted,  must  be  shifted  still  further  forward.  Now 
this  shifting  of  time  only  applies  to  the  increments  of 
capital  value.  It  does  not  apply  to  genuine  income  items, 
a,  b,  c,  d,  e.  In  short,  genuine  items  of  income  are  dis- 
counted from  the  times  at  which  they  accrue,  whereas 
increments  of  capital  are  discounted  not  from  the  times 
at  which  they  accrue,  but  from  the  end  of  the  arbitrary 
period  under  consideration. 

Putting  the  principle  in  its  most  general  form,  we  may 
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say  that  for  any  arbitrary  interval  of  time,  the  value  of 
the  capital  at  its  beginning  is  the  discounted  value  of  two 
elements:  (i)  the  actual  income  accruing  within  that 
interval,  and  (2)  the  value  of  the  capital  at  the  close  of 
the  period.  This  value  of  the  capital  at  the  close  of  the 
period  may  in  turn  be  resolved  into  two  elements,  first, 
a  part  which  is  equal  to  the  original  value  of  the  capital, 
the  "principal",  and  second,  any  "net  savings"  during  the 
period.  In  case  the  "savings"  are  negative,  they  are 
called  depreciation  and  are  subtracted.  The  "savings" 
form  merely  a  part  of  the  final  capital,  are  located  at 
the  end  of  the  period  under  consideration,  and  are  shifted 
from  point  to  point  according  to  the  length  of  that  period. 

Another  distinction  between  savings  and  income  is 
that,  whereas  we  may  postulate  any  one  item  of  income 
independently  of  any  other,  we  cannot  postulate  an  incre- 
ment of  capital  until  we  know  the  items  of  income  from 
that  capital.  Its  value  is  entirely  derivative  and  has  no 
separate  existence. 

In  Figure  2,  for  instance,  we  can  postulate  separately 
each  one  of  the  items,  a,  b,  c,  d,  e,  without  regard  to  the 
others,  but  we  cannot  postulate  the  value  of  P'  W  before 
we  have  postulated  the  items  a,  b,  c,  d,  e.  There  is,  there- 
fore, a  profound  distinction  between  the  primary  items 
a,  bj  c,  d,  e,  which  are  mutually  independent,  and  the 
secondary  item  P'  N\  which  is  wholly  dependent  on 
those  primary  items. 

Still  another  distinction  between  savings  and  income 
consists  in  the  fact  that  a  change  in  the  rate  of  interest 
will  not  change  the  items  of  income,  a,  b,  c,  d,  e,  but  will 
change  the  increments  of  capital,  P'  N\  P''  N'\  etc.  If 
the  rate  of  interest  is  changed,  the  discoimt  curves  in 
Figure  2  will  all  be  shifted.    As  a  consequence,  without 
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any  change  in  the  items  of  income,  a,  b,  c,  d,  e,  there  will 
be  a  change  in  the  increments  of  capital. 

The  facts  that  an  increment  of  capital  is  derivative 
from  the  items  of  income,  and  that  it  changes  with  the 
rate  of  interest  at  which  these  items  are  discounted,  are 
the  ear-marks  of  capital.  We  know  that  capital  value  is 
derivative  from  income  and  that  it  changes  with  the  rate 
of  capitalization. 

It  is  clear,  therefore,  that  M'  N'  is  merely  an  interme- 
diate capitalization  of  a,  h,  c,  d,  e.  It  does  not,  nor  does 
any  part  of  it,  play  the  same  role  as  do  the  items  of 
income  a,  b,  c,  d,  e.  The  part  P'  W  which  represents 
increased  value  is  in  no  way  different  from  the  rest  of 
the  entire  capital  M'  N\  It  follows  that,  in  cataloguing 
the  entire  series  of  items  of  income  from  beginning  to 
end,  we  cannot  include  P'  N^  as  income  on  the  same  basis 
as  a,  b,  c,d,e;  for  we  should  be  guilty  of  double  counting. 
To  the  extent  that  P'  N^  were  included,  we  should  be 
including  part  of  the  anticipated  value  of  a,  b,  c,  d,  e. 
We  should,  in  other  words,  be  including  in  our  enumera- 
tion of  income  not  only  a^  b,  c,  d,  e,  but  also  a  part,  P'  N', 
of  the  capital  value  of  these  same  items.  The  former 
items  are  realized  income;  the  latter  item  is  merely  the 
anticipated  value  of  this  income.  The  anticipated  value  is 
located  at  the  point  of  time  M\  but  the  realization  does 
not  begin  until  the  point  of  time  m  is  reached.  The  antici- 
pated value  of  income  is  not  income,  but  capital.  To  con- 
sider any  part  of  capital  value  as  income  is  thus  to  confuse 
capital  and  income.  Capital  value  is  merely  a  present 
expression  or  reflection  of  future  income.  Each  recipient 
of  income  has  open  to  him  two  options.  Any  increment 
of  his  capital  may  be  detached  from  the  rest  of  the  capital, 
and  this  event  of  parting  company  will  then  constitute  an 
item  of  income.     Or,  reversely,  the  increment  may  be 
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•'saved".  That  is  to  say,  it  may  be  saved  from  being 
detached  from  capital.  In  this  case  it  remains  capital, 
and  the  income  which  otherwise  would  have  emerged  by 
detachment  fails  for  the  present  to  emerge  at  all.  In 
place  of  it  we  have  the  savings — ^the  present  value  of 
more  income  in  the  future. 

These  two  options,  to  use  income  or  have  savings,  are 
mutually  exclusive.  "You  cannot  have  your  cake  and 
eat  it,  too",  is  an  old  adage  which  stands  for  one  of  the 
profoundest  of  economic  truths.  This  truth  is  that  sav- 
ings and  income  are  not  coincident,  but  alternative.  Any 
increase  of  the  one  is  at  the  expense  of  the  other.  Savings 
are  savings  because  they  have  not  been  detached  from 
capital,  but  remain  attached.  Income  issues  by  detach- 
ment. The  bondholder  values  his  bond  by  discounting 
each  coupon  from  the  time  at  which  it  is  to  be  detached. 
A  fruit  tree  is  valued  by  discotmting  the  fruit  from  the 
time  it  is  to  be  picked;  a  farm  by  discounting  the  crops 
from  the  time  when  harvested.  We  do  not  need  here  to 
inquire  what  becomes  of  the  detached  coupon,  fruit,  or 
crop.  They  may  still  go  to  swell  capital  in  some  other 
category.  The  coupon  may  be  reinvested  in  another  bond ; 
the  fruit  may  enter  into  the  capital  stock  of  a  merchant ; 
the  crops  may  become  part  of  the  accumulation  in  a 
granary.  Thus  the  income  from  the  bond,  the  fruit  tree, 
or  the  farm  may  be  invested  as  expense  for  purchasing  or 
otherwise  acquiring  capital  other  than  the  capital  from 
which  they  sprung.  The  point  for  us  to  observe  is  that,  so 
far  as  the  original  or  parent  capital  is  concerned,  the  time 
of  detachment  marks  at  once  the  yield  of  a  certain  amount 
of  income  and  the  cessation  of  an  equal  amount  of  capital 
out  of  the  parent  stock.  The  detachment  of  a  $5  coupon 
is  an  event  which  constitutes  an  income  of  $5  from  the 
bond  and  which  instantly  reduces  the  value  of  the  bond  by 
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$5.  The  detachment  of  each  dollar's  worth  of  fruit  from 
the  tree  or  of  crops  from  the  farm  means  a  dollar  of  in- 
come and  a  deduction  of  a  dollar  from  the  value  of  the 
tree,  or  the  farm.  Contrariwise,  if  for  a  time  the  coupon, 
the  fruit,  or  the  crops  remain  attached  to  the  bond,  the  tree 
or  the  farm,  they  then  remain  a  part  of  the  parent  capital 
and  the  income  which  would  otherwise  have  been  realized 
is  held  back.  We  must  distinguish  sharply  between  detach- 
ment from  and  attachment  to  capital,  and  we  must  re- 
member that  they  are  mutually  exclusive.  So  long  as  an 
item  remains  attached  to  capital,  it  is  not  income;  when 
it  is  detached,  the  event  of  its  detachment  is  income.  No 
principle  in  economics  is  more  inexorable  than  this.  By 
no  sleight  of  hand  can  we  escape  the  dilemma  in  theory 
which  confronts  every  capitalist  in  practice.  Either  he 
can  take  out  a  dollar's  worth  of  income  or  save  a  dollar's 
worth  of  capital,  but  he  cannot  do  both.  His  savings 
"come  out"  of  income  to  make  capital,  but  for  that  very 
reason  they  are  capital,  not  income. 

The  fallacy  of  including  savings  under  income  has 
been  expressed  both  as  a  confusion  between  capital  and 
income  and  as  a  double  counting  of  income.  Savings 
are  simply  the  capitalization  of  future  income.  If  a 
man  saves  capital  he  is  not  only  diminishing  present 
income,  but  increasing  future  income.  The  upshot  of 
the  whole  matter,  therefore,  is  that  "savings"  imply 
a  change  in  the  "time  shape"  of  an  income  stream,  viz., 
(i)  a  decrease  of  present  income,  and  (2)  an  increase  of 
future  income.  What  is  subtracted  from  present  income 
is  added  (with  interest)  to  future  income.  But  the 
future  addition  cannot  occur  without  the  present  sub- 
traction. The  savings  must  actually  come  out  of  present 
income.  They  come  back  to  income  in  the  future  only. 
To  regard  savings  which  are  reinvested  for  the  sake  of 
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future  income  as  still  constituting  a  part  of  the  present 
income,  is  to  assume  a  future  return  without  a  present 
sacrifice.  Savings  mean  a  lessening  at  one  point  of  time 
and  an  increase  at  another.* 

In  the  last  analysis,  therefore,  the  two  options  which 
constitute  the  dilemma  of  the  investor  are  choices  between 
two  different  income  streams.  If  he  "saves",  he  thereby 
chooses  an  income  stream  smaller  than  it  would  otherwise 
be  in  respect  to  present  income ;  larger  in  respect  to  future 
income. 

Let  us  consider  the  case  of  a  bank  depositor  who  allows 
his  account  to  accumulate  at  compound  interest.  If  he 
has  $100  at  the  start,  at  the  end  of  the  year  he  will  have 
$105.  It  is  quite  true  that  he  might  receive  the  $5,  de- 
taching it  from  his  principal.  He  might  also  redeposit 
the  same.  In  the  following  year,  when  his  interest  is 
$5.25,  he  might  go  to  the  bank  and  again  go  through  the 
ceremony  of  receiving  and  redepositing.  It  may  be  asked, 
Would  we  not,  under  these  circumstances,  be  compelled 
to  say  that  this  man  was  actually  receiving  the  income 
from  his  capital  even  while  he  was  allowing  it  to  accumu- 
late? To  this  the  obvious  reply  is  that  he  received 
income  when  it  was  handed  to  him  across  the  teller's 
counter,  but  he  suffered  an  outgo  when  he  pushed  it  back 
and  added  it  again  to  the  principal  sum.  The  process  of 
detaching  the  interest  was  income  from  the  capital  in 
bank.  The  process  of  reattaching  it  to  ci^pital  was  the 
opposite,  and  must  be  called  outgo,  to  be  debited  to  that 
same  capital.  Since  these  two  terms  are  equal,  opposite 
and  simultaneous,  they  evidently  efface  each  other  com- 
pletely.    The  conclusion  is,  therefore,  that  when  capital 


*Thc  significance  of  this  fact  in  the  theory  of  interest  is  empha- 
sized in  my  "The  Rate  of  Interest",  New  York  (The  Macmillan 
Company),  1907. 
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is  accumulating  we  cannot  regard  it  as  yielding  income 
unless  in  the  same  breath  we  regard  it  as  cancelled  by  an 
equal  outgo. 

The  need  to  make  such  cancellation  cannot  be  evaded 
by  the  device  of  placing  the  savings  withdrawn  in  some 
other  institution.  In  that  case  our  accounts  would  show 
that  the  original  savings  bank  did  actually  yield  income 
to  the  extent  to  which  annually  the  interest  was  detached, 
but  that  the  other  institution  must  be  debited  with  the 
corresponding  items  as  outgo.  Each  institution  must 
be  treated  independently  in  this  accounting.  The  person 
who  held  the  deposit  would  not  be  receiving  the  benefit 
of  his  income,  because  he  would  be  out  of  pocket  by  an 
exactly  equal  amount  for  the  other  institution  into  which 
he  has  put  the  savings.  One  institution  has  given  him 
income;  the  other  has  occasioned  him  expense. 

The  fallacy  that  savings,  though  taken  out  of  income 
to  form  capital,  are  still  regarded  as  income,  is  due,  oddly 
enough,  to  the  usages  of  accounting.  Business  men  and 
bookkeepers  delight  in  conforming  all  accounts  to  a  fixed 
norm,  in  which  capital  is  regarded  as  invariable  and 
income  as  a  perpetual  annuity.  In  economic  theory  we 
find  the  same  tendency  in  many  economists,  notably  Prof. 
J.  B.  Clark,  whose  very  concept  of  capital  postulates  its 
perpetual  reconstitution  or  upkeep.  In  the  actual  world 
there  is  not  and  cannot  be  any  case  of  absolute  immuta- 
bility of  capital  value  and  perpetuity  of  income.  Surely 
our  theories  of  capital  and  income  should  admit  the  vari- 
ability of  both  capital  and  income.  But  the  bookkeeper 
prefers  to  make  the  fiction  of  invariability  even  when 
there  is  actual  variability.  In  fact  this  fiction  is  of  great 
convenience  for  bookkeeping  purposes;  it  enables  us  to 
compare  every  condition  with  a  fixed  standard.  No  ob- 
jection is  offered  here  to  the  practice  as  a  practice.    The 
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objection  is  to  conceiving  a  mere  bookkeeping  fiction  as 
an  economic  reality. 

If  there  be  detached  from  capital  a  sum  more  than 
equal  to  the  increment  of  value  during  a  stated*  period,  the 
bookkeeper  says  that  "the  capital"  has  been  trenched 
upon  or  "the  income"  has  been  exceeded.  By  the  "cap- 
ital" he  means  the  origfinal  capital  supposed  to  remain 
intact,  and  by  the  "income"  he  means  also  a  supposed 
income,  viz.,  that  which  would  leave  the  capital  unim- 
paired. 

Thus,  in  Figure  2,  if  we  consider  the  time  interval 
ilf  m,  we  find  that  the  increase  of  value  is  n  p,  but  the 
income  detached  is  n  q,  which  "trenches  upon  capital"  by 
the  sum  p  q.  This  depreciation  of  capital  p  qxshy  book- 
keepers deducted  from  the  total  realized  income  n  q,  in 
order  to  find  the  normal  or  standard  income  n  p,  that  is, 
the  income  which,  if  realized,  would  leave  the  capital 
intact.  But  we  must  not  fail  here  to  note  that  if  the  sum 
p  q\s  really  taken  out  of  income,  or  reattached  to  capital, 
and  thus  used  as  a  depreciation  fund,  it  will  necessarily 
transpire  that  the  diagram  in  Figure  2  will  be  materially 
altered  subsequent  to  the  point  p.  It  will  in  that  case  not 
descend  to  q,  but  begin  ascending  from  p  along  a  different 
"discount  curve". 

There  is,  therefore,  a  vast  difference  between  reckoning 
a  depreciation  fund  and  actually  sacrificing  it.  Only  in 
the  latter  case  can  we  say  with  literal  truth  that  income 
does  not  trench  on  capital.  Yet  bookkeepers  keep  up  the 
fiction  that  income  does  not  trench  on  capital  by  the 
simple  device  of  refusing  the  name  income  to  that  part 
which  so  trenches.  Under  this  fiction  the  income  from 
a  fund  of  capital  can  never  vary  from  the  computed 
interest  upon  that  fund.  I  have  adopted  the  phrases 
"standard  income"  or  "earned  income"  or  "earnings"  to 
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designate  the  income  which  leaves  capital  intact.  The 
phrases  suggest  that  the  magnitude  to  which  they  apply 
is  not  actually  realized  income,  but  an  ideal  or  hypothet- 
ical norm  by  which  we  measure  the  actual  income  and  the 
deviation  from  which  in  one  direction  or  the  other  reg- 
isters the  depreciation  or  the  "savings".  If  actual  income 
exceeds  standard  income,  the  excess  is  depreciation.  If 
the  reverse  is  true,  the  deficiency  constitutes  "savings". 
The  case  of  depreciation  has  been  illustrated  in  the  dia- 
gram in  the  time  interval  M"  m.  The  case  of  savings  is 
illustrated  in  the  time  interval  M'^'  m\  Here  the  incre- 
ment of  capital,  before  the  income  n'  g'  is  detached,  is 
f/  n\  leaving  g'  />'  as  the  net  increment  or  "savings".  In 
this  case  the  bookkeeper  adds  the  increment  of  capital  to 
income,  under  the  fiction  that  it  would  be  possible  to 
detach  this  additional  sum  "without  trenching  upon  cap- 
ital". This  is  true,  but  possibilities  are  not  actualities, 
and  an  item  is  not  made  income  merely  because  it  might 
so  be  used.  So  long  as  />'  q^  is  not  detached,  but  remains 
attached,  it  is  capital  and  capital  only.  It  is  "earned 
income"  because  it  could  be  detached  and  leave  the  capital 
intact,  but  it  is  not  realized  income,  or  what  we  have 
called,  for  short,  simply  "income". 

Adopting,  then,  the  foregoing  terminology,  we  may 
state  that  capital  is  discounted  income,  but  not  discounted 
earnings.  It  is  true  that  capital  is  the  discounted  value  of 
present  earnings  assumed  to  continue  perpetually  in  the 
future.  But  this  proposition  is  highly  hypothetical.  We 
have  already  seen  that  even  present  "earnings"  is  a  hypo- 
thetical magnitude.  The  above  proposition  adds  another 
hypothetical  condition  that  this  hypothetical  magnitude 
shall  continue  unchanged  forever.  Only  by  means  of 
these  hypotheses  are  we  enabled  to  state  that  capital  is 
discounted  earnings  or  capitalized  earnings.     Our  result 
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is  therefore  that  ( i )  capital  is  the  discounted  value  of  ex- 
pected income — ^actually  realized  income,  however  varia- 
ble,— and  (2)  it  is  the  discounted  value  of  present  earn- 
ings supposed  to  continue  perpetually.  In  other  words, 
capital  is  the  present  value  of  either  of  two  income 
streams,  one,  the  real  and  variable  income  stream,  and 
the  other  an  ideal  perpetual  annuity.  The  ideal  perpetual 
annuity  is  the  bookkeepers'  substitute  for  the  real  income 
to  which  it  is  equivalent. 

A  practical  example  of  the  fallacies  concerning  savings, 
earnings  and  income  is  found  in  assessing  income  taxes. 

It  is  not  intended  to  discuss  here  the  practical  advis- 
ability of  any  particular  system  of  taxes ;  but,  supposing, 
for  the  sake  of  illustration,  that  there  exists  in  a  com- 
munity a  uniform  system  of  income  taxes,  it  is  obvious 
that  it  makes  a  difference  whether  these  income  taxes  arc 
assessed  upon  "earnings"  or  upon  "income". 

Let  us  imagine  (as  in  my  book  The  Nature  of  Capital 
and  Income)  that  there  are  three  brothers,  each  of  whom 
receives  the  same  legacy  of  $10,000,  and  that  interest 
is  5  per  cent.  The  first  brother  invests  his  $10,000  in  an 
annuity  of  $500  a  year  forever.  The  second  puts  his  in 
trust,  to  accumulate  at  5  per  cent,  until  it  has  doubled 
in  value,  which  will  be  in  about  fourteen  years,  after 
which  it  is  invested  in  a  perpetual  annuity  of  $1,000  a 
year.  The  third,  having  spendthrift  tendencies,  buys  an 
annuity  of  $2,000  a  year,  which  by  actuarial  calculation 
will  last  him  a  little  less  than  six  years. 

Evidently,  if  we  tax  income,  the  first  brother  will  be 
taxed  on  a  perpetual  income  of  $500  a  year;  the  second 
will  not  be  taxed  for  fourteen  years,  but  thereafter  will 
be  taxed  on  an  income  of  $1,000;  while  the  third  will  be 
taxed  on  an  income  of  $2,000  a  year  for  six  years,  and 
thereafter  will  have  no  income  and  no  tax. 
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On  the  other  hand,  if  we  tax  earnings,  we  shall  tax 
the  first  brother  to  the  same  extent  as  before,  but  the  sec- 
ond and  third  will  be  taxed  very  differently.  The  earnings 
of  capital  of  the  second  brother,  instead  of  being  nothing 
for  fourteen  years,  is  $500  in  the  first  year  and  $525  in 
the  second  year,  etc.  The  third  brother,  who  during  the 
first  year  took  out  $2,000  from  his  capital,  would,  accord- 
ing to  the  same  method  of  reckoning,  need  to  deduct 
from  this  sum  the  $1,500  which  represents  the  amount 
that  he  would  "trench  upon  his  capital*',  leaving  $500 
as  his  earnings.  At  the  beginning  of  the  second  year, 
this  same  third  brother  would  posse3s  a  capital  of  only 
$8,500,  the  "earnings"  of  which  would  be  only  $425. 
Thus  his  earnings  progressively  diminish  until  in  the 
sixth  year  they  are  only  $90.  The  capital  having  then 
been  destroyed,  no  earnings  remain. 

If  now  a  tax  of  10  per  cent,  were  laid  on  the  income 
of  the  three  brothers,  we  shall  see  that  it  would  be  a  just 
tax,  but  that  if  it  were  laid  on  earnings,  it  would  be  an 
unjust  tax. 

Consider  first  a  10  per  cent,  tax  levied  according  to 
income.  The  first  brother  would  pay  10  per  cent,  on  his 
annual  income  of  $500  a  year,  or  $50  a  year  forever. 
The  second  would  pay  no  taxes  for  fourteen  years,  after 
which  he  would  pay  taxes  of  $100  a  year  forever.  The 
third  would  pay  a  tax  of  $200  a  year  for  six  years  and 
thereafter  nothing. 

If,  in  the  supposed  community,  it  is  possible  to  "com- 
pound" for  taxes  by  paying  in  advance  a  sum  which 
represents  the  discounted  value  of  the  taxes,  a  little  con- 
sideration will  show  that  each  of  the  three  brothers  could 
compound  for  his  taxes  for  $1,000;  as  this  sum  is  the 
discounted  value  of  the  first  brother's  tax  for  $50  a  year 
forever,  of  the  second's  tax  of  $100  a  year,  beginning 
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15  years  hence,  or  of  the  third  brother's  $200  a  year  for 
six  years. 

Applying  the  tax  of  10  per  cent,  to  earnings,  on  the 
other  hand,  the  first  brother  would  pay  the  same  taxes, 
$50  a  year,  as  in  the  previous  case ;  the  second  would  pay 
not  only  the  $100  a  year  beginning  in  fifteen  years,  but 
also  in  the  intervening  14  years  he  would  have  to  pay  a 
progressively  increasing  tax  beginning  with  $50.  Evi- 
dently this  tax  is  far  more  burdensome  than  that  on 
income,  and  if  the  brother  should  "compound"  for  it,  he 
would  need  to  pay  a  much  higher  sum,  namely,  $1,714. 
The  third  brother,  on  the  other  hand,  would  need  to  pay 
a  tax  on  the  first  year  of  only  $50,  this  being  10  per  cent, 
of  the  earnings ;  in  the  second  year  he  would  pay  $42.50, 
and  so  on,  in  sums  decreasing  to  the  last  or  sixth  year. 
He  could  compound  for  these  small  amounts  for  only 
$158.  Evidently  the  burden  of  taxes  on  the  three  brothers 
who  started  out  with  equal  properties  would  be,  under 
this  system  of  taxes,  very  unequal.  An  "income"  tax 
would  be  just,  and  an  "earnings"  tax  unjust. 

It  is  true  that  we  are  not  therefore  obliged  to  use  the 
term  "income"  in  the  sense  in  which  I  employ  it.  But 
the  example  shows  that  the  concept  which  I  call  "income" 
is  so  fundamental  as  to  afford  the  basis  for  a  theoretically 
just  system  of  taxation,  whereas  the  substitution  as  a 
basis  of  taxation  of  the  concept  which  I  have  called 
"earnings"  affords  a  basis  for  an  unjust  system.  The 
question  has  been  often  debated  whether  "savings"  ought 
to  be  taxed.  Our  example  shows  that  in  ideal  justice 
they  ought  not.  The  contention  that  they  ought  to  be 
taxed  is,  I  cannot  help  but  think,  due  to  the  notion,  fos- 
tered by  a  bad  terminology,  that  savings  are  income. 

The  question  of  whether  we  should  use  the  term 
"income"  in  the  sense  of  earned  income  or  in  the  sense 
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of  realized  income,  is  purely  a  verbal  one  and  is  of  small 
consequence.  But  even  this  verbal  question  may  prop- 
erly engage  our  attention  for  a  moment.  One  reason 
that  I  personally  prefer  to  use  the  term  "income"  when 
employed  alone  to  signify  realized  income  is  that  the  term 
earnings  cannot  be  used  in  the  sense  of  realized  income. 
Therefore  if  we  are  to  allot  to  our  two  concepts  (real  and 
ideal  income)  the  two  terms,  earnings  and  income,  and  if 
earnings  can  be  used  only  for  one  of  these  two  concepts, 
the  ideal,  there  is  no  choice  but  to  apply  the  term  income 
to  the  other.  Another  and  more  important  consideration 
is  that,  given  the  two  ideas,  one  referring  to  income 
which  is  realized  or  actual  and  the  other  to  income  which 
is  earned  or  potential,  it  would  seem  that  the  basic  term 
income  should  be  preferably  applied  to  what  is  real  rather 
than  to  what  is  hypothetical.  We  have  seen  that  the  two 
concepts  called  earnings  and  income  are  not  independent, 
but  that  the  concept  of  "earnings"  is  dependent  upon  that 
of  "income".  The  fundamental  term  income  seems  to 
befit  best  the  more  fundamental  of  the  two  concepts.  The 
concept  of  earnings  is  a  compound  concept.  It  is  com- 
pounded out  of  the  concept  of  income  and  the  concept  of 
capital,  for  it  signifies  the  sum  or  difference  of  two  mag- 
nitudes, viz.,  the  actual  income  and  the  savings  (or  re- 
verse) which  are  a  change  in  capital. 

Questions  of  terminology  can  never  be  satisfactorily 
settled.  Popular  usage  is  almost  always  inconsistent.  Thus 
the .  very  people  who  think  income  must  be  exclusive 
of  any  depreciation  of  capital  will  nevertheless  include 
in  income  the  whole  of  an  annuity,  especially  a  life 
annuity.  But  it  is  evident  that  if  a  man  purchases  a 
terminable  annuity,  his  property  will  gradually  depre- 
ciate ;  each  item  of  the  annuity  received  is  eating  up  the 
value  of  his  capital,  until  at  the  end  of  the  terminable 
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annuity  it  is  all  gone.  Of  course  precisely  the  same  prin- 
ciple applies  in  the  case  of  any  article  of  capital  with  a 
limited  life,  such  as  a  dwelling-house,  or  an  automobile, 
or  a  piano.  In  all  cases  depreciation  funds  do  not  dim- 
inish income  unless  they  are  actually  paid.  In  the  case 
of  a  laborer,  his  wages  constitute  a  terminable  annuity 
and  there  must  needs  be  a  progressive  depreciation  of 
their  capitalized  value;  yet  he  usually  regards  all  his 
wages  as  income.  In  this  case  depreciation  is  not  de- 
ducted because  it  is  not  calculated.  Accountants  do  not 
capitalize  labor  power,  and  therefore  their  bookkeeping 
fictions  do  not  enter  into  the  problem  of  whether  or  not  a 
laborer's  wages  are  income. 

Again  the  common  phrase  that  a  man  is  "living  beyond 
his  income"  is  variously  interpreted.  It  may  mean,  trans- 
lated into  our  terminology,  that  his  realized  income  ex- 
ceeds his  earned  income,  or  that  his  realized  income  ex- 
ceeds his  money  income  even  when  the  latter  is  in  wages 
or  other  terminable  form. 

We  may  summarize  our  results  in  the  following  propo- 
sitions : 

(i)  Savings  mean  the  rise  of  the  curve  of  Figure  2 
indicating  the  course  of  capital  value.  Income  means  its 
fall. 

(2)  The  alternate  savings  and  income,  or  rise  and 
fall,  are  not  necessarily  equal. 

(3)  Even  when  they  are  equal,  as  in  the  case  of  a 
perpetual  annuity,  they  are  not  coincident  in  time  nor  do 
they  have  the  same  discounted  value. 

(4)  Any  value  of  capital  (such  as  M'  W)  in  Figure 
2,  is  the  discounted  value  of  all  its  future  income  (such 
as  a,  b,  c,  d,  e,),  including  no  savings  nor  anything  else 
whatever. 

(5)  The  rise  or  increase  of  capital  value  in  any 
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period  may  be  discounted  to  form  presient  capital  value 
provided  (i)  it  is  discounted  instead  of  income  beyond 
that  period  and  not  in  addition  to  it,  and  provided  (2)  it 
is  shifted  forward  out  of  its  actual  place  to  the  end  of 
that  period.  In  this  case  the  capital  value  at  the  begin- 
ning of  the  period  is  the  discounted  value  of  the  income 
realized  within  this  period  plus  the  discounted  value  of 
the  capital  value  remaining  at  the  close  of  the  period 
(including  therein  any  increments  or  savings). 

(6)  The  rise  of  capital  value  (or  savings)  has  no 
existence  independently  of  expected  income.  Its  value 
depends  upon  and  shifts  with  (a)  the  expected  income 
and  (b)  the  rate  of  interest. 

(7)  When  alternate  savings  and  income  or  the  rise 
and  fall  of  the  curve  are  not  equal,  bookkeepers  usually 
make  the  fiction  of  equality  by  adding  to  the  actual  in- 
come any  addition  to  capital  (savings)  or  subtracting 
any  deductions  from  capital  (depreciation). 

(8)  This  corrected  or  doctored  income  I  prefer  to 
call  not  income,  but  earnings.  The  concept  of  earnings 
is  not  independent  of  income  but  a  compound  of  the  two 
concepts  of  income  and  capital.  Income,  earnings,  and 
savings  (or  the  reverse  of  savings,  depreciation)  are 
three  separate  concepts  of  which  the  first  is  fundamental 
and  necessary  to  the  understanding  of  the  other  two. 

(9)  Capital  is  discounted  or  capitalized  earnings  only 
in  the  sense  that  the  earnings  of  future  years  are  assumed 
to  keep  up  at  the  present  rate. 

(10)  Even  if  different  names  be  given  to  the  fore- 
going concepts — if  for  instance  the  name  income  be  given 
to  the  concept  which  we  have  designated  as  earnings  and 
some  other  name  be  substituted  for  our  term  "income" — 
the  three  concepts  and  their  relations  to  e^ch  other  and  to 
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capital  will  not  be  affected ;  they  will  merely  be  differently 
expressed. 

(11)  But  if  such  a  terminology  be  adopted  (i.  e. 
"earnings"  be  called  "income"),  we  have  left  no  term 
which  has  yet  been  suggested  to  apply  to  the  first  concept 
which  I  have  called  "income".  Inasmuch  as  this  concept 
is  the  fundamental  and  important  one,  it  surely  deserves 
a  fundamental  and  important  name.  This  basic  concept, 
moreover,  seems  as  near  to  the  popular  idea  of  "income" 
as  we  can  attain,  and  still  observe  the  rules  of  scientific 
definition.  If  it  be  true  that  so  ftmdamental  a  concept  has 
thus  far  gone  unnamed,  this  fact  must  be  interpreted 
as  indicating  that  the  ftmdamental  theory  of  discount- 
ing this  tmnamed  magnitude  to  obtain  capital  value  has 
never  been  clearly  tmderstood.  The  concept  is  tmnamed 
because  unappreciated.  As  soon  as  we  perceive  its  im- 
portant role,  we  must  needs  christen  it.  Personally  I 
care  little  how  we  christen  it  if  only  its  role  and  relation 
to  capital,  and  to  what  has  been  called  earnings  and 
savings,  are  clearly  understood.  Such  clear  understand- 
ing is  unfortunately  not  as  yet  a  realized  fact  among 
students  of  the  subject. 
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WiNTHROP  M.  Daniels  :  In  opening  the  discussion 
upon  the  paper  that  has  just  been  read  I  feel  obliged  to 
preface  my  remarks  with  an  expression  of  the  great  obli- 
gations which  we  are  all  under  to  its  author.  Not  only 
in  this  instance  but  in  others  he  has  clarified  economic 
problems  and  concepts;  and  in  the  progress  making  for 
conceptual  freedom  in  economic  theory  we  are  all  his 
debtors. 

While  I  am  forced  to  dissent  in  part  from  the  specific 
contention  which  he  raises  in  this  paper,  he  has  by  his 
treatment  of  the  income  concept  brought  out  the  sharp 
contrast  which  from  one  standpoint  exists  between  items 
that  are  commonly  blanketed  under  the  term —  Income. 
When  the  income  of  an  individual  or  nation  is  expressed 
in  money  terms,  the  sum  covers  certain  items  that  connote 
enjo)anent  realized  during  the  income  period,  and  also 
other  antithetical  items  which  connote  just  the  reverse — 
abstinence  from  present  enjoyment.  From  one  stand- 
point these  two  sets  of  items  are  just  the  opposites  of  each 
other.  Is  there  then  any  justification  for  including  both 
in  the  same  concept  ?  Or  should  we  follow  Prof.  Fisher 
and  make  income  synonsmious  only  with  enjo3mient- 
items? 

I  believe  that  there  is  ample  justification  for  including 
these  seemingly  opposed  sets  of  items  under  a  single 
term — Income.  The  two  sets  of  items  are  wholly  con- 
gruous, if  we  are  trying  to  measure,  not  the  enjo)rment  of 
wealth  realized  within  a  certain  period,  but  the  net  com- 
mand obtained  over  wealth  within  the  period  in  question. 

48 
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This,  I  take  it,  is  the  concept  of  income  which  the  ac- 
countant and  the  business  man-r-and  generally  the  eco- 
nomist— ^has  in  mind  when  he  speaks  of  Income.  The 
economic  man  is  not  merely  a  vitalized  hedonic  meter, 
interested  in  measuring  only  the  pleasurable  current  flow- 
ing through  his  sensorium.  He  is  also  a  htmian  being 
interested  in  the  control  of  new  wealth  which  during  a 
given  period  comes  under  his  command,  whether  it  be 
taken  in  actual  enjoyment  or  in  an  accretion  to  his  capital 
and  thus  destined  for  actual  enjoyment  at  some  future 
time.  He  therefore  accounts  both  his  savings  as  well  as 
his  spendings  in  a  year  as  integral  parts  of  his  yearly 
income. 

That  this  is  the  popular  and  instinctive  concept  of 
income  is  neatly  illustrated  by  one  of  the  last  injunc- 
tions Boswell  records  himself  as  receiving  from  Dr. 
Johnson.  "He  said,  'Get  as  much  force  of  mind  as  you 
can.  Live  within  your  income.  Always  have  something 
saved  at  the  end  of  the  year.  Let  your  imports  be  more 
than  your  exports,  and  you'll  never  go  far  wrong'."' 
Much  has  been  said  about  the  definition  of  income.  I 
submit  that  Johnson  was  a  competent  lexicographer  and 
generally  used  terms  in  their  accepted  meaning;  and 
clearly  in  his  view  of  the  matter,  savings  are  a  part  of 
income. 

Professor  Fisher  contends  that  savings  or  accretions  to 
capital,  are  not  discounted  in  the  same  way  as  items  of 
income  destined  to  contribute  to  enjoyment.  I  am  unable 
to  see  this.  I  cannot  see  that  the  economic  destination 
of  items  to  accrue  in  future  will  alter  the  discount  process 
whether  such  items  are  to  be  converted  into  enjo)rment,  or 
are  to  be  added  to  capital.  Whether  such  items  are  to  be 
detached  from  capital  and  made  to  enhance  current  en- 

^BosweWs  Life  of  Johnson,  Birrell's  edition,  VoL  VI,  p.  61. 
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joyment,  or  whether  they  are  to  continue  attached  to 
the  parent  stock  will  not  affect  the  method  or  result  of 
discounting  them.  That  depends  wholly  on  their  distance 
from  the  present,  and  on  the  prevailing  rate  of  time 
discount. 

One  other  objection  which  I  have  to  Prof.  Fisher's 
narrowing  the  concept  of  income  to  enjoyment  realized 
in  the  income  period  is  that  it  sorts  out  one  aspect — and 
that  a  partial  one— of  Income,  and  decorates  this  aspect 
with  the  sole  and  exclusive  right  to  the  name — Income. 
To  do  this  is  hazardous.  It  throws  unnecessarily  out  of 
alignment  economic  and  legal  terminology  where  an  in- 
terpretation clause  would  avoid  the  difficulty.  I  am  not 
argfuing  that  good  law  is  necessarily  good  economics,  or 
Tnce  versa.  But  this  much  is  certain.  The  legal  concept 
of  income  cannot  be  made  to  square  with  the  restricted 
content  Prof.  Fisher  allows  to  the  term.  Thus  in  the 
Index  to  Howes's  useful  little  manual  on  "The  American 
Law  relating  to  Income  and  Principal"  the  first  four  en- 
tries relate  to  "Accumulated  Income".  According  to 
Prof.  Fisher,  it  is  a  misnomer  to  speak  of  accumulated 
income.*  If,  for  example,  trustees  are  permitted  tempor- 
arily to  hold  back  income  from  the  beneficiary,  such  stuns 
remain  income  in  the  eye  of  the  law,  although  retained 
and  accumulated  for  some  time.*^ 

To  mention  another  unfortunate  deduction  which  flows 
from  Prof.  Fisher's  view.  In  the  instance  cited  in  his 
book  of  an  income  tax  imposed  on  three  brothers.  Prof. 
Fisher  inveighs  against  imposing  any  such  tax  on  the 

^  "Services  and  satisfactions,  unlike  wealth  and  property,  can  exist 
only  as  flows ;  a  fund  of  either  is  impossible".  The  Nature  of  Capital 
and  Income,  p.  52.  In  this  treatise  Professor  Fisher  identifies  income 
with  the  "services  of  wealth". 

•Howes:  The  American  Law  Relating  to  Income  and  Principal, 
p.  59. 
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brother  who  receives  a  legacy  of  $10,000  and  allows  it 
to  accumulate  until  the  capital  is  doubled  Only  after 
the  principal  has  doubled  and  its  yearly  yield  is  devoted 
to  actual  enjoyment,  is  the  tax,  in  Prof.  Fisher's  view, 
justifiable.  From  the  standpoint  of  financial  equity  this 
proposal  stands  condemned.  To  exempt  from  an  income 
tax  altogether  an  individual  whose  power  to  support 
himself  and  family  is  thus  constantly  increasing,  while 
imposing  the  tax  on  those  of  lesser  means  who  do  not 
thus  augment  their  accumulations,  is,  I  submit,  a  prim& 
facie  case  of  injustice  sufficient  to  bar  the  restricted 
concept  of  income  from  being  adopted  in  the  financial 
glossary. 

Frank  A.  Fetter:  We  are  discussiilg  a  question  of 
terminology  but  not  a  question  "merely"  of  terminology. 
In  "the  bright  lexicon"  of  the  newer  economic  criticism 
there  is  no  such  word  as  "merely"  in  application  to  ques- 
tions of  terminology.  Against  such  a  word  the  literature 
of  economic  thought  gives  many  warnings  in  the  fallacies 
resulting  from  ambiguity  of  terms.  "Merely"  termino- 
logical differences  soon  appear  in  the  form  of  real  and 
practical  differences  when  ambiguous  terms  are  applied  in 
the  discussion  of  practical  questions.  Even  in  this  case 
Professor  Fisher  has  promptly  deduced  from  his  peculiar 
concept  of  income  some  peculiar  conclusions  as  to  the 
justice  of  certain  forms  of  taxation ;  and  at  a  time  when 
economic  theory  and  financial  practice  alike  are  leading 
to  the  taxation  of  the  unearned  increment  on  land  held 
for  speculation,  Professor  Fisher  is  led  to  condemn  both 
this  theory  and  this  practice. 

Professor  Fisher  confesses  that  his  conception  is  op- 
posed to  the  usual  view  of  economists,  of  business  men, 
and  of  accountants,  and  that  therefore  the  burden  of 
proof  rests  upon  him.     More  than  that,  his  denial  that 
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additions  to  capital  are  money  income  is  a  paradox  of 
the  sort  that  economics  is  now  generally  rejecting.  It  is 
just  such  a  paradox  as  that  "rent  does  not  enter  into 
price",  or  that  "savings  are  at  once  consumed",  or  that 
"demand  for  commodities  is  not  demand  for  labor" — 
such  paradoxes,  once  considered  to  be  the  quintessence 
of  economic  wisdom,  are  now,  by  economic  criticism, 
being  relegated  to  the  lumber  room. 

The  very  title  of  Professor  Fisher's  paper  presents  a 
terminological  question,  and  is  misleading.  The  subject 
is  not  so  much  "Are  savings  income?"  as,  Is  an  incre- 
ment in  the  value  of  capital  in  a  given  period  to  be  con- 
sidered money  income?  Whether  or  not  that  increment 
of  capital,  when  it  is  at  the  disposal  of  the  owner,  will 
be  saved  or  spent  is  a  later  question  and  not  involved  in 
our  present  inquiry.  Our  question  and  our  attention  may 
be  confined  to  the  period  within  which  the  income  accrues 
and  matures.  Professor  Fisher's  critics  contend  for  the 
almost  universal  business  usage  of  the  term  income  as 
an  increment  of  business  power  expressed  in  money 
value.  What  is  the  kind  of  income  here  under  discus- 
sion ?  The  term  "income",  rightly  or  wrongly,  is  applied 
to  two  (indeed,  several)  different  things.  We  contend 
that  the  question  here  is  of  money  income,  whereas  Pro- 
fessor Fisher  has  his  attention  fixed  upon  a  different 
kind,  namely,  psychic  income.  He  apparently  agrees 
that  capital  as  a  business  concept  is  the  anticipated  value 
or  present  worth  of  future  psychic  incomes.  And  he 
therefore  concludes  that  in  the  period  of  its  acquisition 
this  capital  is  not  money  income  to  its  owner.  This  is  a 
non-sequitur. 

In  Professor  Fisher's  paper  is  meant  by  income  evi- 
dently psychic  income  or  value  of  the  gratification.  He 
presents  us  with  a  diagram  which  depicts  the  larger  part 
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of  the  argument  in  his  paper.  But  what  do  those  lines 
mean?  In  themselves  they  are  but  chalk  marks.  The 
lines  a,  b,  c,  d,  and  e  in  his  diagram  represent  the  income 
when  it  is  detached  and  converted  into  enjoyment,  when, 
in  so  far,  the  capital  ceases  to  be  capital,  and  is  converted 
into  a  present  realized  psychic  result  At  that  moment 
the  line  does  not  represent  a  monetary  income,  but  a 
monetary  outgo.  He  is  looking  at  the  end  and  ultimate 
goal  of  the  valuation  process,  whereas  the  business  man 
is  estimating  the  objective  income,  the  money  value  ac- 
cruing in  the  period,  regardless  of  whether  that  money 
will  in  the  next  period  be  saved  or  consimiptively  spent. 

The  chief  reliance  of  Professor  Fisher  in  his  rejection 
of  common  practice  and  common  judgment  is  undoubt- 
edly his  belief  that  the  increments  of  capital  value  of 
future  periods  are  not  discounted  from  the  present  mo- 
ment as  is  the  psychic  income.  It  may  be  said  that  the 
question  is  not  as  to  the  discounting  of  future  incomes, 
but  as  to  the  view  to  be  taken  and  the  term  to  be  used 
in  reference  to  past  and  present  increments  of  value. 
He  says  that  the  increment  of  value  up  to  date  is  not 
income.  We  say  that  it  is,  and,  of  course,  if  it  is  saved, 
not  spent,  and  is  added  to  capital,  it  will  continue  to 
contribute  its  portion  to  the  subsequent  increments  of 
capital.  It  is  this  estimate  up  to  date  in  any  accumulative 
period  that  is  in  question  here.  Treating  the  past  incre- 
ments of  capital  as  income  simply  recognizes  the  incre- 
ments that  have  accrued  to  the  moment. 

But  the  capital  sums  of  an  accimiulating  capital,  taken 
at  different  points  of  time,  are  the  actuarial  equivalent 
one  of  another,  when  viewed  from  the  present  moment. 
The  money  income  at  the  moment  it  occurs  is  the  actu- 
arial equivalent  of  a  later  larger  money  income  that  will 
result  from  the  saving  of  the  present  monetary  income. 
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With  this  thought  in  mind  it  is  evident  that  the  incomes 
a,  bj  c,  d,  e  of  the  diagram  can  be  treated  as  Prof.  Fisher 
treats  them  only  on  condition  that  they  be  consumptively 
used;  in  other  words,  that  they  be  converted  at  that 
moment  into  psychic  income.  If  they  are  kept  by  the 
owner  and  used  normally  and  rationally,  they  accumulate 
in  the  hands  of  the  owner.  If  Professor  Fisher  transfers 
them  to  another  capital  account  at  that  moment,  it  is 
simply  concealing  beneath  a  new  bookkeeping  entry  a 
source  of  additional  income  for  the  future.  If,  therefore, 
incomes  e,  d,  etc.,  are  not  detached  from  the  owner's 
capital,  but  merely  given  another  entry  in  the  accounts, 
the  curve  N  n  would  be  extended  toward  the  right  and 
upward.  The  money  income  of  the  earlier  periods,  being 
saved  and  added  to  the  capital  sum,  become  themselves 
the  source  of  new  increments  of  value  in  the  succeeding 
period.  And  this  shows  again  that  the  detached  incomes 
of  which  Professor  Fisher  speaks,  must  be  not  money 
incomes,  but  money  outgoes,  consumptive  expenditure  of 
a  part  of  the  capital  value. 

Indeed,  there  is  here  seen  a  difference  between  Pro- 
fessor Fisher's  mode  of  conceiving  of  the  problem  of 
income  and  the  mode  in  business  calculations.  Professor 
Fisher  is  thinking  of  the  income  as  subjective;  business 
deals  with  income  as  objective  or  as  objectively  expressed. 
Professor  Fisher  thinks  of  the  income  as  occurring  only 
when  it  is  detached  from  the  capital,  a  conception  true  at 
the  moment  of  monetary  expenditure  and  psychic  income. 
Business  thinks  of  the  income  for  the  most  part  as  oc- 
curring when  it  is  attached  to  the  owner's  capital,  a 
conception  true  of  the  monetary  income.  These  two 
conceptions  have  perhaps  the  relation  that  Professor 
Fisher  elsewhere  calls  an  interaction.  Business  practice, 
the  logic  of  which  we  are  defending,  treats  the  income 
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as  occurring  within  the  given  period  in  which  it  either 
attaches  or  is  enjoyed  as  usufruct.  When  a  portion  of 
the  capital  is  spent  for  gratification,  that  much  money 
value  is  detached  and  becomes  psychic  income. 

It  must  be  recognized  that  the  capitalistic  estimate  and 
expression  of  incomes  is  not  an  ultimate  psychological 
analysis  of  the  problem  of  value.  It  is  an  estimate  of 
income  in  objective  terms,  but  an  estimate  at  once  logical 
in  its  place  and  indispensable  in  practice, — z  statement 
probably  true  of  the  whole  "cost  of  production"  concep- 
tion when  rightly  limited  and  understood.  Professor 
Fisher's  use  of  terms  flies  in  the  face  of  usage.  While 
thinking  of  the  income  as  detached  value,  he  ignores  the 
significance  of  the  present  and  past  attached  value.  Once 
a  disbeliever  in  psychic  income,  he  now,  with  the  zeal  of 
an  apostate,  becomes  intolerant  of  any  other  conception 
even  when  monetary  income  is  the  subject  under  discus- 
sion. Is  a  thousand  dollars  in  money  received  as  a  gift 
not  an  income  when  it  is  received?  Is  a  ten-thousand- 
dollar  estate  received  by  legacy  not  an  income  to  the 
beneficiary?  Is  a  hundred  dollars  earned  within  this 
month  by  personal  service  not  income  because  it  is  not 
yet  enjoyment?  Is  the  hundred  dollars  interest  received 
from  a  mortgage  or  the  hundred  dollars  rental  received 
from  a  farm  not  income?  To  all  these  receipts  Professor 
Fisher  must  deny  the  name  of  income  for  the  same  reason 
he  has  denied  it  in  his  discussion  and  in  his  book.  He 
does  so  deny,  defending  a  conclusion  out  of  harmony 
with  common  usage  and  theoretical  expediency,  a  con- 
clusion only  to  be  accounted  for  by  his  ambiguous  use 
of  the  word  income  as  both  monetary  and  psychic. 

A.  W.  Flux  :  I  desire  to  express  my  appreciation  of 
the  valuable  aid  rendered  to  the  clear  understanding  of 
the  subject  by  the  modes  of  presentation  adopted  by 
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Professor  Fisher,  but  wish  at  the  same  time  to  call  atten- 
tion to  two  points  which  have  been  mentioned  in  the 
course  of  the  morning. 

The  first  is  Professor  Fisher's  treatment  of  deprecia- 
tion. I  may  suggest  that,  as  the  depreciation  fund  is  a 
mere  question  of  accounting,  it  is  no  new  capital,  being 
merely  the  recognition  of  the  fact  that  the  original  capital 
had  not  been  kept  intact.  It  is  convenient  to  proceed  as 
if  the  opposite  were  true,  but  merely  convenient.  The 
disappearance  of  the  capital  originally  present,  and  the 
creation  of  a  depreciation  fund,  are  concurrent  processes 
in  reality.  Hence  some  part  of  the  argument  based  on 
the  treatment  of  depreciation  as  something  set  aside  from 
time  to  time  cannot  be  conceded  to  have  its  apparent 
force.  I  wish  to  direct  attention  also  to  a  part  of  Pro- 
fessor Fetter's  claim,  in  which  he  seems  to  lay  stress  on 
that  aspect  of  the  changes  in  the  fimd  of  capital  which 
is  concerned  with  the  building  up  of  the  interest  from 
the  parent  stock,  as  well  as,  or  even  instead  of,  the  view 
presented  by  Professor  Fisher,  of  a  change  in  which  the 
approach  of  the  time  of  realization  of  the  services  which 
the  capital  is  expected  to  render,  affects  the  valuation 
placed  on  that  expectation.  Professor  Fisher  deals  with 
the  changing  capital  values  as  related  to  future  utility 
under  varying  discount,  while  Professor  Fetter  seems  to 
desire  to  regard  the  changes  as  due  to  influences  proceed- 
ing from  the  opposite  end,  creating  income  by  applying 
capital  in  effective  methods.  It  appears  as  if,  in  this  case, 
the  coordinate  importance  of  the  consideration  of  cost 
and  utility,  which  Professor  Fetter  will  not  admit  in  the 
value  problem,  is  nevertheless  the  idea  the  validity  of 
which  in  the  field  of  the  morning's  discussion  he  is  pre- 
pared to  champion.  I  hope  the  omen  is  significant  of  a 
change  of  views  in  regard  to  value  and  cost. 
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John  Franklin  Crowell  :  The  value  of  this  distinc- 
tion between  kinds  of  income  is  seen  in  comparing  credit 
with  cash  assets.  Credit  income  is  book  income,  the 
accountants'  expression  for  net  income  at  the  time  of 
making  up  his  balance  sheet  Cash  income  is  bankable 
assets,  on  which  one  can  actually  draw  for  cash  expendi- 
ture. The  credit  income  has  first  to  be  converted  into 
cash  or  its  equivalent.  The  distinction  appears  clearer 
when  we  apply  it  to  a  given  case.  A  business  man  says, 
"My  year's  net  income  is  $40,000",  while  part  only  of  it 
is  in  cash  assets,  and  most  of  it  in  inventoried  goods  not 
yet  converted  into  cash.  But  when  the  goods  are  once 
"detached",  that  is,  turned  into  cash  by  sale,  their  real 
income  character  is  apparent.  For  this  reason  much 
importance  has  to  be  attached  to  the  part  which  detach- 
ment plays  in  determining  real  income.  For  it  is  thus 
that  capital  is  transferred  or  transformed  into  income. 
The  imdetached  gains  of  business  are  still  capital.  De- 
tached, they  stand  on  the  other  side  of  the  account  and 
become  a  liability — a  real  income  against  which  one  may 
draw  in  expenditure. 

Maurice  H.  Robinson  :  While  I  find  myself  in  gen- 
eral agreement  with  the  conclusions  which  Professor 
Fisher  has  reached  as  a  result  of  his  investigations  into 
the  nature  of  capital  and  income,  I  think  it  would  be  a 
serious  mistake  in  theory  as  well  as  in  logical  method 
to  attempt  to  deduce  from  those  conclusions  the  princi- 
ples that  underlie  an  equitable  system  of  taxation.  An 
equitable  system  of  taxation  is,  of  course,  one  that  dis- 
tributes the  cost  of  administering  a  government  equitably 
among  the  members  of  the  state.  Such  a  system  is  not 
necessarily  one  that  takes  equal  proportions  of  all  incomes. 
It  may  be  that  in  certain  cases  and  under  certain  circum- 
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stances  an  equitable  system  will  take  a  larger  propor- 
tion from  the  incomes  derived  from  capital  than  from 
those  derived  from  labor;  or  from  incomes  derived  from 
capital  invested  in  certain  kinds  of  productive  enterprises 
than  from  capital  invested  in  certain  other  kinds.  Presi- 
dent Hadley  used  to  define  an  equitable  system  of  taxa- 
tion as  one  in  which  the  costs  of  government  are  placed 
upon  the  shoulders  of  those  receiving  its  benefits  in  such 
a  way  that  the  respective  burdens  can  be  borne  with  equal 
ease.  I  confess  that  his  views  appeal  to  my  own  stand- 
ards of  equity.  Such  a  system  would  justify  a  progres- 
sive income  tax  and  the  omission  of  the  smaller  incomes 
altogether.  It  would  not,  it  will  be  observed,  take  equal 
proportions  from  all  classes  of  incomes.  In  other  words, 
an  equitable  system  of  taxation  is  one  that  is  based  upon 
social  ideals  of  equity  as  tested  by  practical  experience 
in  their  application  and  not  upon  the  exact  determination 
of  all  incomes  and  their  taxation  on  a  percentage  basis. 
Those  who  hesitate  to  accept  the  results  of  Professor 
Fisher's  analysis  lest  they  be  surreptitiously  led  into  seri- 
ous errors  in  taxation  or  social  reform  may  rest  assured 
that  any  errors  that  they  may  hereafter  commit  in  these 
fields  will  in  the  final  analysis  be  foimd  to  be  due,  not  to 
their  ideas  regarding  the  nature  of  capital  and  income, 
but  rather  to  the  acceptance  and  application  of  untenable 
theories  in  regard  to  these  subjects.  On  the  other  hand, 
it  seems  to  me  that  Professor  Fisher  would  make  an 
equally  serious  mistake  in  theory  should  he  assume  that 
the  unequal  taxation  of  incomes  is  on  that  account  neces- 
sarily inequitable. 
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AGRICULTURAL  ECONOMICS. 
Round  Table  Discussion:   T.  N.  Carver,  Chairman. 

T.  N.  Carver:  Inasmuch  as  this  is  the  first  round- 
table  on  Agricultural  Economics,  since  it  is,  in  fact,  the 
first  time  the  subject  of  agricultural  economics  has  been 
recognized  by  the  American  Economic  Association,  it 
has  seemed  wise  to  devote  most  of  our  time  to-day  to  the 
consideration  of  a  preliminary  question.  That  question 
may  be  stated  as  follows :  What  is  agricultural  econom- 
ics, what  does  it  include,  and  what  place  ought  it  to  have 
in  a  college  course  ?  It  seems  desirable  to  give  some  time 
to  this  question  for  the  reason  that  there  is  some  disagree- 
ment among  men  who  are  giving  courses  in  this  field  as 
to  what  they  ought  to  teach. 

In  order  to  introduce  the  subject,  to  show  that  the 
economics  of  agriculture  is  a  very  old  subject,  and  to 
furnish  a  basis  for  further  discussion,  I  should  like  to 
call  attention  to  the  original  meaning  of  economics  as  it 
was  treated  by  Xenophon  and  Aristotle.  Both  treated  it 
as  the  science  and  art  of  supplying  means  for  the  support, 
first  of  the  household,  and  secondarily,  of  the  $tate. 
Xenophon's  economics  was  simply  a  treatise  on  the  man- 
agement of  a  household,  but  it  was  an  agricultural  house- 
hold. It  may  therefore  be  called  the  first  treatise  on 
agricultural  economics.  His  discourse  on  the  Revenues 
of  Athens  was  his  only  contribution  to  public  or  political 
economy.  Aristotle  also,  in  various  scattered  passages, 
discourses  on  the  means  of  providing  support  for  the 
household.  To  the  agricultural  industries  of  tillage, 
pasturage,  poultry  and  bee  keeping  he  gives  the  name 
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natural  economy.    Trade  and  commerce,  as  well  as  work- 
ing for  hire,  he  treats  as  unnatural. 

Both  treated  the  economics  of  the  farm  and  the  house- 
hold from  the  private  rather  than  the  public  point  of 
view,  though  the  question  of  providing  means  for  the 
support  of  the  state  was  also  discussed.  In  modern  times, 
however,  the  public  point  of  view  has  come  to  be  more 
emphasized,  mainly  because  the  early  mediaeval  and  mod- 
ern economists  perceived  that  the  state  could  secure  ample 
means  only  when  industry  in  .general  was  prosperous. 
The  question  for  the  economist  and  the  statesman  there- 
fore became,  how  to  make  the  whole  coimtry  prosperous. 
This,  I  take  it,  is  still  the  problem.  We  are  still  looking 
at  the  agricultural  industry  from  the  public  point  of  view. 
We  are  concerned  to  know  the  conditions  which  will 
make  for  national  prosperity  through  the  prosperity  of  its 
most  important  industry  or  group  of  industries,  namely, 
agriculture.  However,  this  is  merely  the  expression  of 
an  individual  opinion  which  may  serve  as  a  text.  We 
shall  doubtless  get  real  enlightenment  from  the  remarks 
of  the  gentlemen  who  carry  on  the  discussion. 

Kenyon  L.  Butterfield:  To  my  mind  the  field  of 
agricultural  economics  cannot  be  properly  defined  except 
by  approaching  it  from  the  standpoint  of  the  rural  prob- 
lem. The  rural  problem  stated  in  broad  terms  is  the  pres- 
ervation of  the  class  status  of  the  farmer,  industrially, 
socially,  politically.  Agricultural  economics  will  consider 
the  industrial  features  of  this  problem. 

On  the  other  hand,  agricultural  economics  must  be  con- 
sidered apart  from  farm  administration,  which  has  to 
do  with  the  business  management  of  a  farm  by  the  in- 
dividual manager  or  owner. 

It  is  important,  therefore,  to  segregate  agricultural 
economics  from  the  other  departments  of  rural  social 
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science  on  the  one  hand,  and  from  farm  administration 
on  the  other  hand.  At  the  same  time  the  differentiation 
must  not  be  too  sharp.  The  social  and  political  relation- 
ships of  the  industry  must  be  constantly  kept  in  mind  in 
studying  industrial  questions.  So  too,  the  student  of 
agricultural  economics  will  consider  very  carefully  and 
in  detail  the  business  problems  of  the  individual  farmer. 
I  think,  indeed,  that  the  teacher  of  agricultural  economics, 
while  delimiting  his  field  pretty  carefully,  and  while 
having  a  thorough  grounding  in  economics,  will  also  be  a 
careful  student  of  technical  agriculture  and  farm  ad- 
ministration as  well  as  of  rural  social  science  as  a  whole. 
On  the  other  hand  the  teacher  of  farm  administration 
should  be  first  of  all  a  technically  trained  man,  but  he 
ought  also  to  have  a  thorough  comprehension  of  agricul- 
tural economics. 

Agricultural  economics  as  thus  defined  should  be  a 
university  study,  but  it  should  also  be  given  in  the  agri- 
cultural courses  of  the  land-grant  colleges  and  if  possible 
required  of  all  students.  Farm  administration  for  such 
students  is  the  more  immediately  practical,  but  they 
should  also  have  the  broader  point  of  view  which  will 
come  from  studying  agricultural  economics. 

With  respect  to  subject  matter,  in  my  opinion  there 
should  be  a  careful  study  of  the  economic  characteristics 
of  the  agricultural  industry ;  furthermore,  the  relation  of 
agriculture  to  other  industries  should  be  carefully  worked 
out.  But  I  think  that  for  most  students  in  our  agricul- 
tural colleges  the  best  approach  to  the  subject  will  come 
through  descriptive  courses  outlining  the  broad  industrial 
problems  of  agriculture  as  they  exist  to-day. 

I  should  also  like  to  emphasize  the  importance  of  a 
thorough-going,  intensive,  and  long-continued  inductive 
study  of  the  agricultural  industry  and  of  the  concrete 
problems  connected  with  it. 
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Edward  D.  Jones:  On  the  subject  assigned  to  me, 
Economics  of  Agriculture  in  the  Work  of  an  Economist, 
I  would  like  to  say  a  few  words  about  its  use  to  a  teacher, 
its  use  to  a  student,  and  the  opportunities  for  investigating 
agricultural  economics  which  are  presented  by  the  agri- 
cultural schools. 

We  are  in  a  period  when  economists  are  applying  them- 
selves to  the  collecting  of  data  in  many  fields  never  before 
worked.  A  few  years  ago  J.  E.  T.  Rogers  criticised  the 
science  by  saying,  "Two  things  have  discredited  political 
economy — ^the  one  is  its  traditional  disregard  for  facts; 
the  other  its  strangling  itself  with  definitions."  In  the 
earliest  period  in  this  country  economics  was  under  the 
influence  of  deductive  reasoning,  and  later  of  the  German 
historical  school.  More  recently  its  students  have  scat- 
tered in  every  direction ;  at  first  to  study  finance,  money, 
banking,  and  transportation ;  then  to  make  thoroughgoing 
technical  studies  in  connection  with  various  economic 
problems ;  finally  to  investigate  in  the  field  of  production 
in  agriculture,  manufacture,  and  commerce  wherever 
there  was  promise  of  discovering  valuable  principles  or 
advancing  the  knowledge  of  the  structure  and  processes  of 
industry.  As  in  physical  science  every  student,  no  matter 
how  limited  in  resources,  is  expected  to  have  some  sort  of 
a  laboratory,  so  in  our  science,  blessed  with  a  most  exten- 
sive laboratory  for  observation,  if  not  experiment,  every 
student  should  be  urged  by  the  force  of  professional 
opinion  to  first-hand  investigation  along  some  line.  The 
merits  of  agricultural  economics,  as  a  field  for  such  in- 
vestigation, are,  the  possibility  of  carrying  it  on  at  all 
places,  the  unusual  aid  offered  by  government,  the  variety 
found  within  the  agricultural  industry,  the  intellectual 
refreshment  offered  by  passing  from  general  to  concrete 
facts,  (few  books  are  more  fascinating  to  an  economist 


Digitized  by 


Google 


Agricultural  Economics — Discussion  63 

than  the  Yearbooks  of  the  Department  of  Agriculture), 
the  tendency  of  the  subject  to  chedc  undue  development 
of  the  distinction-spinning  habit  of  mind,  and  finally  the 
obvious  and  abundant  usefulness  of  the  work. 

The  besetting  difficulty  with  the  college  student  who  is 
endeavoring  to  master  the  principles  of  economics  is  his 
ignorance  of  the  industrial  organism  and  process  which 
these  principles  are  intended  to  explain.  The  result  of 
this  is  that  the  principles  seem  unreal  and  the  student 
often  obtains  an  exceedingly  fleeting  hold  upon  them. 
In  conjunction  with  instruction  in  the  principles,  or 
immediately  afterward,  there  should  be  provided  studies 
of  a  more  concrete  nature,  investing  these  principles  with 
reality  by  showing  their  relation  to  concrete  facts,  either 
inductively  developing  them  from  concrete  cases  or  ap- 
plying them  to  such  cases.  As  a  candidate  for  per- 
forming such  a  function  in  a  curriculum  of  economics, 
agricultural  economics  presents  the  advantages  of  in- 
volving an  easily  understood  contact  between  physical 
and  economic  forces,  of  giving  opportunity  for  the  study 
of  commercial  geography  or  warenkunde,  if  desired,  of 
involving  in  itself  the  utmost  variety,  of  presenting  the 
case  of  a  truly  productive  industry  of  thoroughly  whole- 
some economic  tendencies,  and  of  leading  easily  to  some 
of  our  most  important  national  economic  problems  such 
as  irrigation,  forestry,  and  the  public  land  problem. 

In  conclusion  a  word  upon  the  agricultural  colleges. 
The  Morrill  Act  of  1862  and  the  Hatch  Act  of  1887 
created  our  system  of  agricultural  colleges  and  experi- 
ment stations.  In  1890  the  second  Morrill  Act  offered  a 
sum,  beginning  at  $15,000  and  increasing  to  a  maximum 
of  $25,000  annually,  to  any  state  or  territory  which 
should  institute  teaching  in  agriculture,  mechanical  arts, 
English,  mathematics,  physical  and  natural  sciences,  and 
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economic  science,  the  latter  being  specifically  mentioned 
in  the  Act,  As  a  result  of  this  legislation  there  were  in 
1905,  43  institutions  giving  instruction  in  "economic  sci- 
ence", 14  spending  less  than  $1000,  13  spending  between 
$1000  and  $2000,  and  16  spending  over  $2000.  These 
institutions  possess  advantages  for  the  carrying  on  of 
investigation  along  certain  lines  in  agricultural  economics. 
The  opportunity  should  not  be  overlooked  by  the  friends 
of  economic  science.  The  members  of  this  Association 
should  not  miss  an  opportunity  to  recommend  for  such 
positions  men  with  ability  to  investigate  the  middle 
ground  betweeen  agriculture  and  economics  and  should 
not  fail  to  give  to  all  worthy  investigations  encourage- 
ment and  recognition. 

R.  P.  Teele:  I  have  been  asked  by  the  chairman  to 
present  the  conception  of  agricultural  economics  held  by 
the  U.  S.  Department  of  Agriculture. 

There  is  in  the  Department  no  bureau  nor  division 
which  is  charged  with  the  study  of  agricultural  econom- 
ics, as  such.  However,  every  bureau  and  division  has, 
or  should  have,  constantly  in  view  the  economic  value  of 
the  work  which  it  is  doing.  Each  studies  certain  elements 
of  agricultural  economics  as  a  part  of  its  own  science,  but 
such  a  study  does  not  require  the  defining  of  agricultural 
economics,  and,  therefore,  we  have  in  the  Department  no 
authorized  definition. 

However,  I  find  that  the  Office  of  Experiment  Stations 
of  the  Department  has  published  a  definition  and  outline 
prepared  by  the  Committee  of  the  Association  of  Ameri- 
can Agricultural  Colleges  and  Experiment  Stations  on 
Methods  of  Teaching  Agriculture.  This  Association  rep- 
resents practically  all  the  agricultural  colleges  and  experi- 
ment stations  in  this  country,  and  this  definition,  coming 
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from  such  an  association,  is  badced  by  a  considerable 
weight  of  authority.    The  definition  and  outline  follow : 

SYLLABUS  OF  COURSE  IN  RURAL  ECONOMICS'. 

'  Rural  economics  treats  of  africoltare  as  a  means  for  the  orodnctioD,  presar- 
vation,  and  distribution  of  wealth  by  the  use  of  land  for  the  growing  of 


Dbpimition 


HlSTOKYOP 

,     AGUCUI.- 
TVMM. 


FAXMmAM- 

ACKMKmr, 


plants  and  animals.  It  may  include  the  development  of  agriculture  as  a 
business  (history  of  agriculture),  as  well  as  tne  facts  and  principles  of 
farm  management  under  present  conditions. 

{Graxing. 
Plant  industfT. 
Mixt  nusbandry. 
Special  farming. 

I .  Prior  to  500  B.  C.    (Egyptian.) 
II.  500  B.  C.  to  500  A.  D.    (Gre- 
cian and  Roman.) 
III.  50*  A.  D.  to  1500  A.  D.  (West- 
em  Europe— feudal  systemj 
IV.  X500  A.  D.  to  x8oo  A.  D.    (Es- 
pecially in  Great  Briuin.) 
V.  x8oo  A.  U.  to  1900  A.  D.    (Es- 
pecially in  United  States.) 

Value  as  determined   by  location, 

suitability,  etc. 
Purchase,  rental,  and  sale. 

{Taxes. 
Rents. 
Interest. 

Legal  requirements. 


DeTelopment  of  different  formsi 


Agriculture  in  different  periods 
(with  special  reference  to  land 
tenure,  equipment,  labor  system, 
prominent  products,  socisi  and 
financial  condition  of  farmers). 


CapitaL.. 


Land.. 


Equipment . 


Nature  (as  related  to 
particular  kinds  of 
farming). 

Value. 


Cost  of  maintenance. 
.  Legal  requirements. 


'  Buildings. 
Fences, 
roads,  wells, 
drains. 
Implements. 
Live  stock. 


Taxes. 
Insurance. 
Repairs. 
.  Feeding. 


Labor.... 


{Systems  (wage,  share,  tenant). 
Contracts,  including  methods  of  payment. 
Cost,  as  affected  by  labor  supply,  use  of  machinery, 
nature  of  work,  etc 
Management. 

T>»«^«^»s^«  i  Methods  and  cost  (with  reference  to  different  systems 

Production. ^     ^^  farmfaig). 

(Preparation  for  market. 
Choice  of  market. 
Transporution. 
Method  and  coat  of  sale. 
Legal  requiremenu,  e.  g.,  weights,  measures,  packages 
commissions,  insp«ction. 


Marketing. 


r  Crop  records. 

I  Feed  and  milk  records. 

<  Breeding  records. 


Records  and 

»^^^     llnventoSes. 
I  Bookkeeping. 
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In  my  opinion  this  definition  is  too  narrow,  since  it 
limits  rural  or  agricultural  economics  to  the  field  of  the 
individual  farmer,  excluding  the  relations  of  the  State 
to  agriculture,  and  all  outside  factors  which  have  an 
influence  upon  the  agricultural  industry.  Therefore,  I 
propose  the  following  definition: 

Agricultural  economics  treats  of  the  principles  which 
guide  the  individual  farmer  in  the  apportionment  and 
use  of  his  means  of  production,  and  the  factors  which 
influence  the  production  of  wealth  by  means  of  agricul- 
ture, or  the  distribution  of  wealth  produced  by  this  means. 

This  definition  excludes,  on  the  one  hand,  agricultural 
technology ;  and,  on  the  other  hand,  those  social  questions 
which,  however  important  in  a  study  of  the  whole  subject 
of  rural  life,  have  only  a  remote  bearing  upon  the  pro- 
duction and  distribution  of  wealth. 

Having  defined  agricultural  economics  in  this  way,  the 
question  whether  this  or  that  should  be  included  must  be 
determined  by  its  influence  upon  the  agricultural  industry. 

In  a  course  of  study  those  factors  having  the  greatest 
and  most  evident  influence  upon  the  agricultural  industry 
should  be  taken  up  first,  going  farther  and  farther 
afield  as  the  time  to  be  given  to  the  course  increases.  The 
field  for  research  work  would  be  on  the  outer  limits  of 
the  field  for  teaching,  tracing  the  influence  of  various 
factors  upon  the  business  of  the  farmer.  Looked  at  in 
this  way  agricultural  economics  does  not  deal  with  a 
given  body  of  subject  matter ;  it  looks  at  the  whole  field 
of  human  activity  from  a  given  standpoint — the  effect 
upon  agriculture  as  a  means  of  producing  wealth,  or 
upon  the  distribution  of  wealth  produced  in  this  way. 

F.  W.  Blackmar:  Agriculture  in  the  arid  region 
where  tillable  land  is  relatively  scarce  furnishes  many 
lessons  of  intensive  cultivation.     The  first  expense  of 
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getting  water  upon  the  land  and  the  fixed  charge  for 
maintenance  induce  farmers  to  make  each  foot  of  soil 
yield  the  largest  possible  return.  On  the  land  where 
several  crops  are  g^rown  in  a  single  year,  the  tillage  and 
harvest  become  a  steady  business  uninterrupted  by  storms 
or  cloudy  weather.  As  the  soil  is  new  and  fertile,  and  as 
the  water  itself  usually  carries  sufficient  fertilizer  to  re- 
plenish the  waste,  the  crop  is  sure.  As  the  amount  of 
tillable  soil  is  small  in  proportion  to  industries  the  demand 
for  products  makes  a  good  market.  Under  such  circum- 
stances farming  becomes  an  investment  of  capital  with  a 
constant  and  safe  return  on  the  investment  Economi- 
cally, farming  partakes  of  the  nature  of  manufacturing. 
The  prices  of  land  become  fixed  by  the  income  and  reach 
high  marks,  some  of  them  in  well  developed  orchards 
reaching  the  fabulous  sum  of  $2000  per  acre.  The  con- 
ditions lead  to  a  scientific  study  of  soils  and  application  of 
water;  to  a  study  of  the  adaptation  of  crops  to  the  soil, 
and  a  careful  consideration  of  methods  of  cultivation. 

The  need  of  agricultural  schools  and  experiment  sta- 
tions is  great,  and  where  they  have  been  instituted  they 
have  been  of  great  service.  The  principal  things  to  be 
taught  are  analysis  of  soils,  methods  of  irrigation, 
amount  of  water  used,  the  processes  of  tillage,  caring  for 
crops  and  their  marketing,  feeding  of  stock,  and  the 
question  of  repair  of  waste  of  lands. 

One  of  the  most  useful  crops  in  this  region  is  alfalfa, 
the  cultivation  of  which  began  in  California  and  gradually 
extended  eastward  to  eastern  Kansas  and  Nebraska.  Its 
value  will  soon  be  recognized  in  the  middle  west  and  on 
the  Atlantic  coast.  It  has  power  in  excess  of  other  clovers 
to  rejuvenate  and  to  restore  soils  that  have  been  worn  by 
heavy  croppings,  as  it  takes  the  nitrogen  from  the  air 
and  restores  it  to  the  soil.     It  is  especially  valuable  in 
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the  arid  region  as  a  forage  plant  to  supplement  pasturage 
on  the  range.  It  thus  makes  stock  raising  a  stable  in- 
dustry by  preventing  depletion  from  starvation  and 
freezing  of  stock.  The  arid  region  to-day  is  a  re- 
sourceful field  for  experimentation  in  agriculture.  Its 
importance  is  overlooked  from  the  fact  of  the  immense 
tracts  of  mountain  and  desert  that  may  not  be  brought 
under  tillage.  Yet  the  development  of  this  country  will 
exceed  all  previous  estimates.  In  the  region  once  called 
arid  there  are  now  over  10,000,000  people  and  50,000 
miles  of  railroad.  There  are  over  10,000,000  acres 
under  irrigation.  It  is  estimated  that  at  least  100,- 
000,000  acres  may  be  eventually  placed  under  irrigation. 
The  number  of  acres  will  be  greatly  increased  by  the 
process  of  "dry  farming",  under  light  rainfall.  It  is  safe 
to  estimate  that  through  agriculture,  manufacturing, 
transportation,  and  mining  the  district  once  called 
arid,  exetnding  from  Eastern  Kansas  to  the  Pacific  slope, 
will  support  a  population  of  100,000,000  people.  Under 
such  conditions  the  study  to  preserve  the  soil  is  a  mo- 
mentous question,  for  there  is  no  reason  why  land  should 
wear  out  if  it  is  scientifically  tilled. 

John  G.  Thompson:  As  a  basis  for  this  discussion 
I  desire  to  recall  to  our  minds  the  position  taken  by 
Adam  Smith  and  by  Ricardo,  respectively,  in  regard  to 
wealth  and  value.  The  former  emphasized,  though  not 
exclusively,  wealth — ^the  production  side  of  industry. 
Ricardo,  however,  distinguished  sharply  between  wealth 
and  vcUue,  and  emphasized  the  latter  almost  exclusively. 
That  is,  Ricardo  concerned  himself  with  value  and  with 
distribution. 

The  limitation  in  the  supply  of  economic  goods  which 
aflForded  a  basis  for  value  was,  according  to  Ricardo,  a 
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natural  limitation  chiefly.  Monopoly  was  the  exception 
and  hence  not  to  be  regarded.  Since  the  days  of  Ricardo, 
however,  conditions  have  changed,  and  monopoly  or 
artificial  limitation  has  advanced  far  in  respect  to  labor 
and  capital.  Agriculture,  representing  the  third  factor 
in  production,  has,  on  the  contrary,  remained  essentially 
unmonopolized  and  unorganized — ^as  recently  pointed  out 
with  admirable  clearness  by  Dean  Bailey,  of  the  College 
of  Agriculture,  Cornell  University.^  There  are,  how- 
ever, indications  that  the  farmers  are  awakening  to  the 
advantages  which  organization  and  control  of  compe- 
tition may  afford.  We  have  been  hearing  recently  of 
"farmers'  unions",  of  "controlled  marketing",  of  "mini- 
mimi  prices"  for  farm  products,  of  "restriction  of  output" 
(reduction  of  acreage),  and  of  "shorter  working  hours" 
for  the  farmer.  We  hear  the  term  "scab"  applied  to  the 
non-union  or  independent  farmer- — ^the  "dumper"  who 
rains  the  market  by  overloading  it.  We  even  hear,  I  am 
sorry  to  say,  of  violence,  emanating  from  some  source 
and  offered  to  the  independent  farmer.  We  hear  such 
highly  significant  expressions  as  "the  crop-rich  but 
money-poor  farmer",  and  "the  market  side  of  farming 
is  the  most  important  side". 

The  marked  tendency  toward  the  improvement  of 
agriculture  on  the  technical  side,  and  this  tendency  of  the 
farmers  to  thus  limit  competition  among  themselves  con- 
stitute the  two  most  important  phases  of  development  in 
reference  to  agriculture  in  the  United  States  at  the  pres- 
ent time.  The  former  tendency,  which  is  represented  by 
the  organization  of  technical  agricultural  schools  from  the 
tmiversity  down  and  by  numerous  technical  agricultural 
journals,  corresponds  in  a  general  way  to  the  phase  of 
industry  emphasized  by  Adam  Smith,  that  is,  production, 
*  Century  72:  410-416  [July,  1906]. 
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the  larger  creation  of  wealth — ^literally  the  'wealth  of  the 
nation'.  It  has  thus — ^and  rightly — commanded  the  widest 
approval  and  support  both  of  the  public  at  large  and  of 
the  state  in  its  organized  capacity.  The  tendency  among 
farmers  to  limit  and  control  competition,  on  the  other 
hand,  corresponds  to  that  phase  of  industry  empha- 
sized by  Ricardo,  that  is,  the  creation,  not  of  wealth, 
but  of  value,  and  which  has  to  do  with  distribution 
rather  than  with  production.  It  is  pointed  out  by  those 
who  participate  in  this  movement  that  mere  improve- 
ment in  technical  production  will  not  necessarily  help 
the  farmer,  and  in  proof  of  this  assertion  they  point 
to  the  fact  that  a  short  crop  often  brings  the  farmer  a 
greater  value  than  a  bounteous  crop.  Indeed,  open  op- 
position is  sometimes  expressed  toward  the  technical 
agricultural  schools  on  account  of  their  attempts  to  in- 
crease production.  This  tendency  among  farmers  to 
limit  competition  has  attracted  far  less  attention  than  the 
movement  to  improve  the  technique  of  agriculture,  and 
naturally  enough  has  not  received  the  same  commen- 
dation from  the  public.  Nevertheless,  as  a  class  move- 
ment, it  has  enormous  potential  significance;  for  the 
proper  balancing  of  the  interests  of  agriculturists  as  a 
class  and  of  the  public  at  large  requires  that  neither  the 
value  side  nor  the  wealth  side  of  agriculture  be  neglected. 
Finally,  this  analysis  seems  to  throw  some  light  upon 
the  general  question  of  the  meaning  of  the  term 
agricultural  economics.  It  appears  that  generally  speak- 
ing we  should  contrast  agricultural  economics  with  agri- 
cultural technique  rather  than  with  economics  in  general 
or  with  some  other  so-called  special  branch  of  economics 
—as  railway  economics.  That  is,  we  should  emphasize 
the  word  economics  rather  than  the  word  agricultural. 
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W.  A.  Peck  :  The  work  of  the  office  of  Farm  Man- 
cement  in  the  United  States  Department  of  Agricul- 
ture has  been  divided  into  four  sections,  each  having 
a  distinct  line  of  investigational  work.  One  of  these 
is  the  section  of  farm  economics,  in  which  a  detailed 
study  of  farms  is  made.  This  study  treats  the  farm  and 
the  lines  of  productive  activity  as  definite  units,  and  deals 
with  the  economic  relation  existing  between  the  factors 
of  production,  land,  labor,  and  capital.  It  is  to  this  phase 
of  farm  management  work — the  detailed  study  of  farms 
— ^that  I  wish  to  call  your  attention.  It  is  this  phase  of 
farm  management  investigations  that  is  so  economic  in 
character,  and  which,  if  carried  to  a  successful  conclu- 
sion, will  provide  data  for  putting  farms  under  a  good 
business  organization,  and  at  the  same  time  provide 
economists  with  material  for  working  out  fundamental 
principles-  to  be  used  in  our  educational  institutions,  and 
also  in  developing  and  maintaining  an  intensive  agricul- 
tural industry. 

This  detailed  study  of  farms  consists  in  getting  at  the 
exact  daily  distribution  of  labor.  Every  half  hour  of 
labor  for  every  individual  worker  as  it  is  distributed  over 
the  various  lines  of  activity  is  secured.  Daily  statements 
of  all  sales  and  expenses,  feeding  rations,  performance 
records,  pasturing  notes,  etc.,  are  secured.  Complete 
farm  inventories  are  made,  farm  fields  are  accurately 
surveyed,  and  the  acreages  in  the  different  crops  deter- 
niined.  This  work  is  carried  on  in  cooperation  with  the 
best  farmers  that  can  be  found.  The  farmers  are  ex- 
pected to  keep  only  the  crudest  records,  all  the  tabu- 
lations being  made  by  the  office  of  Farm  Management, 
at  Washington.  The  Department  furnishes  the  forms 
used  by  the  farmers,  gives  the  franking  privilege  for 
sending  in  reports,  and  at  the  end  of  the  season  or  year 
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furnishes  the  farmer  with  a  tabulated  statement  showing 
the  results  of  his  management.  Only  those  farmers  who 
are  interested  in  getting  at  the  results  of  their  own 
management  are  encouraged  to  take  up  this  cooperative 
work. 

To  bring  out  the  relation  that  the  purpose  of  this  de- 
tailed study  of  farms  has  to  some  of  the  practical  farm 
problems  a  few  suggested  concrete  examples  may  be  of 
interest.  The  purpose,  as  has  been  stated,  is  to  provide 
data  for  bringing  all  parts  of  the  farm  into,  their  most 
economical  relationship — in  other  words,  to  combine  land, 
labor,  and  capital  goods  in  connection  with  managerial 
ability  so  as  to  produce  maximum  net  returns.  This  state- 
ment of  purpose  embodies  the  law  of  diminishing  returns, 
and  many  other  economic  principles.  Treating  the  farm 
as  a  unit — ^what  is  the  proper  size  of  a  farm,  just  how 
much  capital  should  be  invested  in  live-stock,  in  fences, 
buildings,  machinery,  etc.,  and  in  what  varying  acreages 
should  the  crops  be  grown  ?  In  plowing  what  size  plow 
should  be  used,  how  deep  to  plow,  etc.  ?  In  producing  a 
com  crop  how  many  times  to  disc  or  harrow,  how  many 
times  to  cultivate,  what  machinery  to  use  ?  In  producing 
a  pound  of  milk  or  butter  fat  how  much  should  be  in 
vested  in  a  cow,  what  kind  of  feed  should  be  fed,  and 
how  much  of  each  kind?  Then  there  are  the  competing 
and  supplementary  crops — ^when  do  crops  or  lines  of 
work  compete,  and  when  are  they  supplementary? 

It  will  be  observed  that  these  questions  suggest  a  rela- 
tive study — ^that  the  point  of  diminishing  returns  or 
gfreatest  utility  of  any  given  line  of  production  can  be 
determined  only  by  knowing  the  relation  that  exists  be- 
tween the  different  factors  of  production.  The  question 
of  the  proper  combination  of  these  factors  must  be  an- 
swered for  practically  every  distinct  line  of  farm  activity, 
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and  the  farmer's  problems  are  intensified  by  the  uncer- 
tainty of  the  natural  elements,  as  climatic  changes,  soil 
variations,  the  labor  supply,  etc,  and  the  elements  affect- 
ing the  distribution  of  marketable  products. 

It  will  be  apparent  that  no  distinct  line  separates  farm 
management  from  agricultural  economics.  Practical 
farm  management  problems  form  the  basis  for  the  study 
of  economic  principles.  Economic  principles  practically 
applied  to  agriculture  will  materially  assist  in  perfecting 
the  farm  org^anization  and  developing  intensive  rather 
than  extensive  faming,  both  in  the  production  and  dis- 
tribution of  products. 

Edward  C.  Parker  :  The  subject  matter  for  Agricul- 
tural Economics  should  be  chosen  according  to  the  class 
of  students  to  whom  the  subject  is  to  be  given.  If  agri- 
cultural economics  is  to  be  offered  as  an  advanced  course 
of  general  interest  to  academic  students,  it  is  my  opinion 
that  the  subject  matter  should  not  be  of  the  same  nature 
as  that  offered  to  students  in  agricultural  colleges  who 
are  fitting  themselves  to  be  farm  managers,  editors  or 
experiment  station  workers.  A  large  part  of  pure  eco- 
nomics as  taught  in  the  elementary  courses  has  a  direct 
relation  to  the  subject  of  agriculture.  In  studying  the 
factors  of  production  land  is  thoroughly  discussed,  and 
the  law  of  diminishing  returns  and  rent  are  based  almost 
entirely  upon  agrictilture.  The  agricultural  student  should, 
by  all  means,  begin  his  study  of  business  with  the  study 
of  economic  theory,  and  following  this  logically  he  should 
study  current  economic  and  political  movements  which 
aflFect  his  business.  The  following  topics  are  suggested 
as  being  well  fitted  to  the  needs  of  agricultural  students 
in  advanced  courses:  i.  The  acquisition  of  land  in  the 
United  States;  2.  Population  and  food  supplies  in  the 
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United  States ;  3.  Crop  statistics  and  their  use ;  4.  Govern- 
ment reclamation  and  drainage  service ;  5.  Tariff  and  the 
American  farmer;  6.  Country  life  education;  7.  Land 
tenures,  ownership  and  leasing;  8.  Speculation  in  farm 
products;  9.  Taxation  of  farm  property;  10.  Mutual 
insurance;  11.  The  marketing  of  farm  products,  includ- 
ing a  discussion  of  cooperative  and  organized  movements 
among  American  farmers. 

Having  studied  economic  theory  and  current  economic 
and  political  movements  affecting  agriculture  as  an  in- 
dustry, the  subject  of  farm  management  can  be  taught 
with  better  results  than  in  the  case  of  students  who  have 
not  received  such  preliminary  training  as  outlined.  Farm 
management  should  be  taught  from  the  point  of  view  of 
the  practical  farm  manager  rather  than  the  point  of  view 
of  the  economist  who  studies  and  observes  agriculture 
as  an  industry,  and  is  rarely  conversant  with  the  princi- 
ples of  farm  management  and  their  application.  The 
following  topics  are  suggested  as  suitable  for  a  course 
in  farm  management:  i.  Opportunities  in  agriculture  as 
compared  with  other  industries.  2.  Cost  of  production 
studies.  3.  Extensive,  diversified  and  intensive  systems 
of  agriculture  defined.  4.  Operating  expense,  gross  re- 
ceipts and  net  receipts  of  farms  under  various  systems  of 
management.  5.  Factors  which  influence  the  most  profit- 
able size  of  farms  and  the  system  of  farming.  6.  Over- 
capitalization and  under-capitalization  in  agriculture;  re- 
lation to  profits.  7.  Relation  of  crop  rotation  and  live 
stock  to  farm  management.  8.  Planning  farms.  9. 
Farm  labor.    10.  Usefulness  of  farm  accounts. 

The  discussion  of  these  subjects  and  their  application 
to  the  management  of  farms  would  rarely  be  interesting 
or  beneficial  to  the  general  student.  A  general  course  in 
Agricultural  Economics  similar  to  courses  offered   in 
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Money  and  Banking,  Public  Finance,  and  Railroads 
should,  in  my  opinion,  consist  of  material  of  a  more 
historical  and  general  nature  than  the  outline  I  have 
presented. 

David  Kinley:  The  field  of  agricultural  economics, 
like  Gaul,  may  be  divided  into  three  parts :  First,  those 
portions  of  general  economics  which  are  of  interest  to 
the  farmer  as  a  business  man,  in  the  same  way  that  they 
are  of  interest  to  other  business  men.  Such,  for  example, 
are  the  general  subjects  of  taxation,  transportation  rates, 
the  tariff,  the  money  question,  and  so  on.  The  second 
portion  of  the  field  may  properly  be  called  the  economics 
of  agriculture,  and  comprises  the  economics  of  farming 
considered  as  a  private  business.  Under  this  division  we 
would  discuss  such  topics  as  the  organization  and  man- 
agement of  the  farm.  The  question  to  be  answered  here 
is :  How  can  the  business  of  this  farmer  or  that  farmer 
be  so  conducted  as  to  yield  him  a  net  profit?  This  is  a 
division  of  the  field  of  private  industrial  economics,  and 
is  to  be  compared  with  the  study  of  any  other  business, 
such  as  that  of  a  railroad  corporation,  from  the  same 
point  of  view.  In  this  field  also  we  would  discuss  such 
topics  as  the  comparative  cost  of  production  of  beef,  for 
example,  in  Illinois  and  Argentine.  It  is  a  matter  of 
considerable  importance  to  the  Illinois  farmer  if  Argen- 
tine beef  can  be  sold  in  Europe  at  a  smaller  price  than  the 
American  beef.  We  are  bound  to  inquire  into  their 
technical  methods  of  production  and  marketing  in  order 
to  change  ours,  if  necessary. 

We  all  know,  however,  that  in  farming,  as  in  other 
lines  of  business,  a  course  of  action  that  may  yield  a 
profit  to  the  individual  or  the  class  may  not  be  in  conso- 
nance with  the  public  welfare.    This  thought  leads  us  to 
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the  third  division  of  agrictiltural  economics,  which  I  may 
call  the  social  reaction  of  private  agricultural  economics. 
Here  we  must  inquire  into  the  effects  produced  on  the 
public  welfare  by  particular  systems  of  farming,  and 
insist  that  these  shall  be  adjusted  so  that  they  shall  at  any 
rate  not  militate  against  the  social  welfare.  We  would 
be  bound  to  consider  in  this  division  such  matters  as 
tenant  farming,  the  impoverishment  of  the  soil,  the  move- 
ment and  condition  of  the  rural  population,  and  so  on. 

These  three  divisions,  of  course,  are  not  sharply  sep- 
arated. The  topics  will  more  or  less  run  into  one  another. 
Nevertheless,  there  is  a  broad  difference  in  the  character 
of  the  subjects  and  the  treatment  to  be  given  them.  Much 
of  the  vagueness  in  the  discussion  of  agricultural  eco- 
nomics arises  from  our  failure  to  separate  the  second 
division  sharply  from  the  others. 

B.  H.  HiBBARD :  If  agricultural  economics  can  be  ac- 
curately defined,  there  will  hardly  be  room  for  wide  dif- 
ference of  opinion  as  to  the  scope  and  outline.  The 
name  "economics  of  agriculture"  would  probably  be  less 
in  need  of  definition,  but  the  naturalness  with  which  the 
expressions  "engineering  economics"  and  "agricultural 
economics"  are  adopted  may  be  argument  enough  to 
warrant  the  use  of  the  shorter  terms.  Agricultural  eco- 
nomics, in  the  first  place,  is  a  branch  of  economics;  it 
implies  a  close  relationship  and  acquaintance  with  agri- 
culture. On  its  technical  side,  however,  it  must  be  rec- 
ognized that  it  is  economics  and  not  agriculture ;  and  the 
economist  who  undertakes  its  study  will  approach  the 
subject  in  a  way  entirely  similar  to  the  manner  in  which 
he  would  undertake  a  study  of  labor  or  transportation. 
Farm  management  and  agricultural  economics  have  much 
in  common,  but  it  will  probably  be  found  advisable  not  to 
merge  them. 
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Agricultural  economics  is  that  branch  of  economics 
which  treats  of  the  industrial  principles  pertaining  to  the 
farmer  and  his  business.  This  is  not  an  ambitious  defini- 
tion ;  it  assumes  that  the  meaning  of  economics  is  already 
understood.  Indeed,  it  would  seem  that  there  should  be 
not  only  a  study  of  the  definition  of  economics,  but  of 
the  usual  outline  course  in  the  elements  before  under- 
taking the  special  study  of  the  principles  underlying  the 
business  of  agriculture.  This  is  for  the  same  reason  that 
a  musician  studies  music  before  he  specializes  on  operatic 
or  sacred  selections;  for  the  same  reason  that  an  en- 
gineer studies  arithmetic,  trigonometry,  and  calculus  be- 
fore specializing  in  railway  engineering,  nothwithstand- 
ing  the  fact  that  argumentation  and  politics  may  later 
prove  his  most  valuable  stock  in  trade. 

In  agriculture  we  find  land,  labor,  and  capital,  the 
indispensable  factors  of  production.  We  find  exchange, 
distribution,  and  consumption  accompanying  and  follow- 
ing production.  We  find  the  use  of  money  and  credit,  the 
importance  of  taxes ;  in  short,  the  many-sided  phenomena 
of  value  permeating  the  business  of  agriculture  as  they  do 
all  other  businesses.  It  is  not  convenient  to  stop  a  dis- 
cussion of  the  value  of  farm  land  and  go  into  the  larger 
subject  of  value,  or  rent,  or  capitalization,  any  more  than 
it  is  convenient  to  stop  an  orchestra  to  decide  how  many 
beats  to  the  measure  should  be  given  in  six-eight  time. 

If,  then,  it  can  be  agreed  that  the  outline  course  is 
needed  before  the  special  courses  are  begun,  it  may  be 
suggested  that  the  outlines  be  followed  by  the  history  of 
agriculture.  This  will  be  long  or  short  according  to  the 
tastes  and  information  of  the  teacher  and  the  opportuni- 
ties and  facilities  at  hand.  That  any  well-informed 
graduate  of  an  ag^ricultural  course  should  be  familiar 
with  the  history  of  his  science  hardly  admits  of  argument. 
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Closely  connected  with  the  history  should  come  a  careful 
comparison  of  agricultural  systems,  and  a  study  of  agri- 
cultural geography.  Where  but  one  or  two  semesters  are 
given  it  will  probably  be  desirable  to  go  at  once  from  the 
outline  to  agricultural  economics.  It  is  intended  that  the 
courses  thus  far  be  of  Such  nature  that  general  science 
students  might  find  them  profitable. 

As  a  working  basis  the  following  outline  is  submitted : 


Agricultural  Economics, 

A.    Fundamental  Theory. 

I.    Land 

I: 

I. 

Public  land  becomes  private. 

Policies  of  the  nation  and  states. 

2. 

Principles  in  the  early  selection  of  land. 

3. 

The  same  under  later  conditions. 

4. 

Size  of  farms  and  estates. 

5. 

Usual  forms  of  land  tenure. 

6. 

Rent.     Relation  of  rent  to  value;  relation  of 

agricultural  land  values  to  urban  land  values 

and  to  other  forms  of  investment 

7. 

Actual  values. 

a 

Land  credit. 

9. 

Land  registration. 

These  suggestive  topics  will  stand  much  expan- 

sion. 

n.    Labor: 

I. 

Historical  survey. 

2. 

Present  Problems. 

(a)  Social  distinctions. 

(b)  Relation  to  machinery. 

(c)  Wages. 

IIL    Capital: 

1.  Methods  of  obtaining  capital 

2.  Amount  required,  and  amount  actually  in  use. 

3.  Varying  forms  in  which  farm  capital  appears, 

e,  g,  machinery,  live  stock. 
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IV.    The  coordination  of  the  three  fundamental  factors: 

1.  The  fanner  usually  an  entrepreneur,  landlord, 

capitalist,  and  laborer  combined. 

2.  Intensive  and  extensive  agriculture. 

B.    Specific  questions. 

I.    Social  conditions. 
II.    Farm  accounts. 

III.  Political  power. 

IV.  Tariff. 
V.    Taxes. 

VI.    Transportation. 
VII.    Prices. 
VIII.    Education. 
IX.    Organizations. 

I.    Slowness  to  combine. 
a.    The  grange. 

3.  The  alliance  and  kindred  organizations. 

4.  Farmers'  institutes  and  congresses. 

5.  Fairs. 

6.  Cooperative  undertakings. 

(a)  Farming. 

(b)  Insurance. 

(c)  Stores,  general 

(d)  Buying  special  supplies,  as  twine, 

machinery,  seed. 

(e)  Selling,  as  cattle,  cotton,  grain,  fruit 

(f)  Manufacturing    (and    selling),    as 

butter,    cheese,    canned    goods, 
packing  house  products. 

H.  C  Taylor  :  The  point  of  view  taken  by  Professor 
Hill  surprised  me  at  first ;  and  yet  I  am  ready  to  grant  that 
in  the  solution  of  two  important  questions  at  least,  his 
viewpoint  may  be  the  proper  one.  For  instance  if  the 
young  man  is  deciding  whether  to  be  a  farmer  or  to  enter 
the  industries  of  the  city,  and  again  when  deciding  what 
proportion  of  his  energy  is  to  be  devoted  to  making 
money  and  what  proportion  to  improving  his  mind  and  in 
serving  the  community  and  the  state,  other  than  eco- 
nomic motives  may  well  guide  him  in  his  decision.     But 
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having  decided  to  be  a  farmer  and  to  devote  a  certain  pro- 
portion of  his  time  to  this  business,  the  economic  ideal  of 
the  largest  total  net  profit  should  be  the  guiding  principle. 

The  outline  presented  by  Professor  Hibbard  contains 
the  more  important  topics  which  should  be  taken  up  in  the 
field  under  consideration.  The  arrangement  is  not  what  I 
would  want  to  follow,  but  that  is  a  matter  of  less  im- 
portance than  the  content  of  the  course.  Professor 
Parker's  paper  brings  into  the  light  many  of  the  im- 
portant details  of  a  part  of  the  outline  presented  by 
Professor  Hibbard,  and  the  work  outlined  by  Mr.  Peck 
shows  us  how  we  are  to  get  the  facts  for  a  solution  of 
many  of  the  problems  of  agricultural  production.  The 
proportions  in  which  the  factors  of  production  should 
be  brought  together  in  order  to  get  the  largest  net  profit, 
is  the  central  problem  which  is  now  being  taken  hold 
of  by  Mr.  Peck  and  his  co-workers. 

I  wish  to  call  attention  to  the  foreign  literature  of  the 
subject  as  indicating  the  scope  of  the  field  of  Agricultural 
Economics.  The  two  best  representatives  of  the  Ger- 
mans in  this  field  are  Roscher  and  Goltz.  The  former  in 
his  Nationaloekonomik  des  Ackerbaues  discusses  the 
economic  problems  of  the  farmer  from  the  viewpoint  of 
the  statesman,  whose  object  it  is  to  regelate  and  promote 
agriculture  by  the  proper  legislation.  Von  der  Goltz,  in 
his  Landwirtschaftliche  Betriebslehre,  deals  with  the 
same  questions  from  the  viewpoint  of  the  individual 
farmer.  The  fact  that  the  subject  was  divided  in  this 
way  by  these  eminent  men  seems  to  point  to  the  sound- 
ness of  the  position  taken  by  some  of  the  speakers  here 
this  afternoon,  and  yet  I  doubt  if  the  results  justify  this 
conclusion.  Had  Roscher  devoted  more  time  to  agri- 
culture from  the  viewpoint  of  the  farmer  his  work  would 
have  been  of  greater  use  to  the  practical  legislator.    Goltz 
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gave  lectures  on  AgrarpoHHk,  which  were  later  pub- 
lished. Following  this  example,  Professor  Conrad  and 
Professor  Sering  include  both  the  point  of  view  of  the 
farmer  and  that  of  the  agrarian  statesmen  in  their  uni- 
versity lectures  on  agricultural  economics.  In  France 
the  best  representative  of  this  line  of  woric  is  Jusier,  who 
in  his  Economic  Rural  and  his  Legislation  Rural  covers 
both  phases  of  the  subject.  The  tendency  is,  I  believe, 
for  the  man  whose  preparation  is  all  along  agricultural 
lines  to  want  to  divide  up  the  field  and  take  the  part  he 
is  prepared  to  work,  and  for  the  man  whose  preparation 
has  been  largely  along  the  line  of  general  economics 
to  prefer  to  deal  only  with  the  external  relations  of 
agriculture,  but  as  one  whose  training  has  been  equally  in 
agriculture  and  in  economics  I  have  the  desire  to  work 
both  phases  of  the  subject,  for  the  reason  that  the  one 
throws  much  light  upon  the  other ;  in  fact  the  two  are  one. 

W.  D:  Hoard:  The  study  of  agricultural  economics 
needs,  first,  well  organized  knowledge  concerning  the 
concrete  facts  of  agriculture  and  their  relation  to  each 
other ;  second,  a  skillful  judgment  of  methods,  in  dealing 
with  those  facts.  With  the  thinker  and  farmer  every- 
where, is  seen  a  lack  of  this  thorough  organization  of 
knowledge  and  method.  Of  what  use  is  it  to  attempt  tj 
deal  with  the  organized  forces  of  nature  with  disorgan- 
ized knowledge  and  judgment?  It  is  this  condition  of 
mind  that  makes  of  the  professor,  very  often,  a  mere 
abstractionist  and  the  farmer  a  blind  worker  amid  forces 
and  principles  he  does  not  understand.  The  more  simple 
we  can  make  our  definitions,  the  more  comprehensive  will 
be  our  judgment  in  dealing  with  economic  problems.  To 
adjust  the  facts  of  agriculture  to  their  best  agreement,  in 
given  results,  is  the  essence  of  economics.    Out  of  such 
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study  comes  the  application  of  the  wisest  methods.  We 
must  know  the  science  of  the  thing.  But  abstract  science 
leaves  the  woric  undone.  Results  are  not  achieved.  The 
real  economist  unites  a  knowledge  of  why  with  the  truest 
judgment  of  how.  In  my  experience  as  a  farmer,  I  must 
pay  constant  attention  to  a  study  of  methods,  keeping  in 
mind  strict  obedience  to  principles.  I  must  think  and 
work  towards  a  correct  expression  of  my  purpose.  T 
must  know  what  nature  is  and  what  I  can  do  with  her. 
Beyond  the  nature  of  things,  I  cannot  go.  Therefore,  to 
know  what  to  do,  I  must  know  the  nature  of  the  thing  I 
am  dealing  with.  Unfortunately,  the  men  who  are  inter  • 
ested  in  these  questions  are  divided  into  two  camps,  the 
thinkers  and  the  workers.  There  can  be  no  clear  con- 
ception of  farm  economics  until  they  are  united  in  the 
one  person.  Both  forms  of  knowledge  are  necessary  to 
prevent  uneconomic  thought  and  action.  If  I  waste  fer- 
tility— employ  two  acres,  two  animals,  machines  or  men, 
to  do  the  work  of  one — it  is  uneconomic.  If  I  do  not 
think,  as  well  as  work,  constructively,  in  obedience  to  a 
well-defined  purpose,  it  is  uneconomic.  Thus  far,  at 
least,  have  I  gone  in  the  study  of  agricultural  economics. 

John  M.  Glenn  :  I  wish  to  call  attention  to  the  fact 
that  the  question  of  rural  economy  is  one  that  is  likely 
to  affect  the  city  as  well  as  the  country.  If  we  can  make 
country  life  more  attractive  and  livable,  we  will  tend  to 
cut  off  the  stream  to  the  city  and  to  draw  out  some  from 
the  city  crowds. 
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TRANSPORTATION— THE  BASIS  OF  REASON- 
ABLE RAILWAY  RATES. 

Round  Table  Discussion:    B.  H.  Meyer,  Chairman. 

B.  H.  Meyer:  In  opening  this  session  of  the  Round 
Table  on  Transportation  I  desire  to  state  briefly  the 
reasons  why  I  selected  as  the  subject  for  discussion  at 
this  meeting  "The  Basis  of  Reasonable  Railway  Rates". 

Many  years  before  the  railway  came  upon  the  scene 
both  common  and  statute  law  had  declared  that  the  rates 
of  charge  for  public  service  must  be  reasonable.  The 
element  of  reasonableness  was  retained  as  one  of  the 
common  and  statute  law  provisions  governing  railway 
rates  when  railways  were  first  introduced.  Numerous 
courts  have  iiitcrpreted  these  provisions  of  law,  but  one 
looks  in  vain  through  laws  and  decisions  for  anything 
like  a  definite  and  tangible  rule  for  establishing  reason- 
able railway  rates.  The  empirical  methods  of  the  rate 
makers  of  the  railway  companies  afford  only  incidental 
assistance  in  reaching  a  decision  with  respect  to  the  abso- 
lute reasonableness  of  a  rate.  The  risk,  commercial  con- 
ditions, competition,  what  the  traffic  will  bear,  and  all  the 
other  well-known  factors  in  empirical  rate-making,  when 
taken  by  themselves,  do  not  afford  secure  anchorage.  One 
may  give  due  weight  to  all  these  things  and  yet  be  utterly 
at  sea  when  really  critical  or  nicely  shaded  rate  questions 
arise.  The  history  of  railway  rates  and  rate-making  has 
not  yet  been  written.  However,  enough  is  known  of  this 
history  to  justify  the  statement  that  in  the  United  States 
at  least  the  whole  question  is  still  in  confusion.    I  do  not 
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wish  to  be  understood  as  belittling  the  efforts  of  the  many- 
men  who  have  been  at  work  upon  this  problem  during 
many  years  of  the  past.  Many  excellent  ideas  have  been 
expressed  and  many  practical  rules  of  permanent  value 
have  been  formulated.  In  fact,  it  is  true  that  a  proper 
synthesis  of  all  that  has  gone  before  will  afford  us  every 
possible  rule  for  the  present.  What  is  needed  is  an 
agreement  as  to  fundamentals. 

Every  one  present  is  familiar  with  the  history  of  rail- 
way legislation  of  the  immediate  past.  Some  of  the  best 
laws  that  have  ever  been  enacted  have  been  enacted  during 
the  last  three  years.  Some  of  the  very  worst  also  fall 
into  that  same  period.  But  at  no  time  in  the  railway 
history  of  the  United  States  has  there  existed  more 
serious  antagonism  between  the  different  interests  than 
during  the  last  few  years.  Generally  speaking,  and  leav- 
ing out  of  consideration  whatever  there  may. have  been 
of  malice  in  isolated  spots,  this  antagonism  can  be  traced 
back  to  the  lack  of  agreement  regarding  fundamental 
rights  and  duties.  Add  to  this  l^slative  situation  the 
distress  in  the  financial  world  with  its  feeling  of  mistrust 
and  uncertainty,  and  there  is  presented  to  our  view  a 
situation  which  demands  the  best  thought  of  the  best 
thinkers.  Never  has  there  been  greater  need  for 
the  establishment  of  guide  posts  in  railway  matters, 
which  shall  be  capable  of  being  seen  and  understood  by 
all  men,  than  at  the  present  time. 

As  stated  before,  laws  and  courts  have  decreed  that 
the  public  is  entitled  to  reasonable  rates,  and  that  the  man 
who  devotes  his  property  to  the  public  use  is  entitled  to  a 
reasonable  return  on  that  property.  Good  service  and 
reasonable  rates  are  the  rule  of  fair  play.  The  people 
should  not  be  asked  to  pay  more  than  is  reasonable  for 
the  service  performed,  and  the  railway  companies  should 
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not  be  asked  to  conduct  traffic  at  rates  which  will  not 
enable  them  to  pay  fair  dividends  and  maintain  their 
property  in  the  highest  state  of  efficiency.  A  reasonable 
rate  will  permit  all  this  being  done.  Therefore  it  is 
essential  to  know  how  to  make  a  reasonable  railway  rate. 
The  Railroad  Commission  of  Wisconsin  has  been 
obliged  to  answer  this  question  many  times.  We  have 
followed  certain  definite  lines,  beginning  with  the  general 
proposition  that  every  branch  and  class  of  traffic  shall 
contribute  its  fair  share  to  the  revenues  of  the  company, 
and,  as  a  corollary  to  this,  that  the  cost  of  transporta- 
tion shall  be  duly  weighted  among  the  other  features 
which  determine  the  reasonableness  of  the  rate,  such  as 
value,  risk,  space,  etc.  My  colleague,  Mr.  Erickson,  will 
describe  briefly  some  of  the  methods  which  the  Railroad 
Commission  of  Wisconsin  has  employed,  and  Mr.  Smal- 
ley,  of  the  faculty  of  the  University  of  Michigan,  will 
read  another  brief  paper,  after  which  we  shall  resort  to  a 
free  floor  for  everybody.  Each  speaker  will  be  limited 
to  five  minutes  at  one  time.  Because  of  the  more  general 
character  of  Dr.  Smalley's  paper,  we  listen  to  that  first, 
before  taking  up  the  rather  special  and  concrete  discussion 
of  Mr.  Erickson. 
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THE  BASIS  OF  REASONABLE  RAILWAY 
RATES. 

HARRISON  STANDISH  SMALLEY. 

As  the  time  assigned  for  this  paper  would  not  be  suf- 
ficient for  a  presentation,  even  in  outline,  of  the  large 
subject  with  which  it  deals,  it  has  seemed  advisable  to 
confine  the  discussion  to  a  single  aspect  of  the  subject 
There  are  many  such  aspects,  of  varying  degrees  of 
importance,  but  perhaps  none  is  of  such  fundamental 
consequence  as  is  that  perplexing  question  which  deals 
with  the  relation  of  private  and  public  interests  in  rate- 
making.  Indeed,  the  chief  cause  of  disagreement  among 
those  who  discuss  railway  rates  is  to  be  found  in  differ- 
ence of  view  as  to  the  proportionate  influence  of  private 
rights  and  of  the  public  welfare  in  the  determination  of 
tariffs.  Admittedly  this  is  a  difficult  question,  but  its 
solution  is  a  condition  precedent  to  successful  rate  con- 
trol. At  least  we  can  never  reach  common  ground  in 
our  discussions  of  reasonable  railway  rates  until  this 
subject  has  been  thoroughly  worked  out  and  conclusions 
reached  in  which  there  can  be  general  concurrence.  It  is 
the  purpose  of  this  paper,  therefore,  to  suggest  a  few 
points  bearing  upon  this  matter,  with  the  hope,  not  that 
final  conclusions  may  be  announced,  but  that  discussion 
may  be  provoked. 

At  the  outset  we  are  confronted  by  the  familiar  propo- 
sition, so  often  announced  by  our  courts  as  an  established 
judicial  doctrine,  that  rates  must  be  just  both  to  the 
railways  and  to  the  public.  This  statement  bears  upon 
its  face  such  marks  of  fairness  that  it  is  widely  accepted 
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as  a  sage  maxim,  and  the  courts  have  complacently  re-it- 
erated it,  in  apparent  ignorance  of  the  fact  that  what  they 
demand  is  frequently  impossible.  The  fault  with  the 
dictum  is  that  it  assumes  what  is  not  always  true — ^that 
rates  can  be  just  both  to  the  public  and  to  the  railways. 
Insofar  as  they  can,  well  and  good.  But  often  the  inter- 
ests of  the  two  clash,  so  that  whatever  rates  are  estab- 
lished must  be  unjust  to  one,  or  to  the  other,  or  to  both. 
Either  the  public  must  sustain  the  burden  of  rates  higher 
than  those  demanded  by  considerations  of  the  general 
welfare,  or  else  the  railways  must  operate  rates  too  low 
to  afford  a  fair  return  upon  invested  capital,  or  both  must 
share  the  burden.  I  believe  that  we  should  take  a  long 
step  forward  if  we  would  abandon  the  idea  of  justice  in 
rates,  and  would  frankly  recognize  that  under  a  system 
of  private  ownership  and  operation,  rates  must  of  neces- 
sity frequently  work  injustice,  and  that  in  all  such  cases 
the  proper  rate — indeed,  the  reasonable  rate — is  attained 
when  the  burden  of  injustice  has  been  properly  placed  or 
distributed.  The  important  question,  then,  is  as  to  the 
proportionate  burden  of  injustice  which  should  right- 
fully be  borne  by  the  railways  on  the  one  hand  and  by 
the  public  on  the  other. 

The  answer  to  this  question  must  depend  on  many 
considerations,  but  in  no  small  measure  it  will  be  deter- 
mined by  the  view  which  is  entertained  as  to  the  purpose 
of  public  rate  regulation.  What  is  the  object  of  rate 
control?  Two  widely  differing  conceptions  are  possible. 
On  the  one  hand  it  may  be  thought  of  as  a  purely  reme- 
dial function,  designed  to  correct  the  evils  apparent  in 
railway  administration,  while  on  the  other  hand  it  may 
be  r^^rded  as  a  positive,  constructive  agency  or  force 
to  be  directed  toward  the  great  ends  of  social  and  indus- 
trial development.    In  the  first  of  these  aspects  it  may 
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be  likened  to  materia  medica,  which  cures  diseases,  while 
in  the  second  it  resembles  hygiene  and  physical  culture, 
which  build  up  the  body  and  improve  its  condition. 

Of  these  two  views  doubtless  the  first  has,  up  to  date, 
exercised  by  far  the  more  important  influence  upon  public 
discussion  and  upon  legislation.  We  have  been  so  occu- 
pied in  an  attempt  to  cure  industrial  ills  resulting  from 
wrong  rate-making,  that  we  have  had  little  opportunity 
to  consider  the  eflicacy  of  right  rate-making  not  only  to 
prevent  those  disorders,  but  to  build  up  the  health  of  the 
body  economic  as  well.  Nevertheless,  there  can  be  no 
doubt  that,  to  a  limited  extent,  that  idea  has  been  present 
in  regulation  by  commissions.  It  is  constantly  reflected, 
for  example,  in  the  earlier  reports  of  the  Interstate  Com- 
merce Commission.  That  its  extensive  application  would 
be  somewhat  dangerous  in  the  immature  and  unsettled 
state  of  thought  now  prevailing,  may  be  conceded;  yet 
one  cannot  but  wonder  whether  its  importance  will  not 
grow  as  time  passes  by.  The  control  of  railway  charges 
affords  a  remarkable  opportunity  for  providing  "the  con- 
ditions of  a  healthy,  vigorous  and  well-proportioned 
social  and  industrial  life".  In  view  of  this  fact,  this 
query  is  natural :  So  long  as  the  government  is  exercis- 
ing this  force,  should  it  remain  indifferent  to  its  poten- 
tialities and  fail  to  seize  the  opporttmities  for  social  pro- 
gress which  it  affords?  Is  it  not  possible  that  when  the 
more  pressing  questions  concerning  railways  have  been 
settled,  this  conception  of  the  function  of  rate-making 
may  determine  the  ultimate  form  of  the  railway  problem? 

But,  however  that  may  be,  the  fact  remains  that  at  the 
present  time  both  conceptions  are  of  practical  signifi- 
cance, and  also  that  the  relative  importance  of  the  two 
may  very  likely  change  with  time.  Now,  this  has  an 
important  bearing  on  the  question  of  public  and  private 
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interests.  For,  however  desirable  it  may  be  that  when 
rate-making  is  purely  remedial  in  character  the  public 
interest  should  prevail  to  the  farthest  possible  extent,  it  is 
much  more  desirable  when  rates  are  made  for  purposes 
of  social  development.  In  fact,  it  is  absolutely  necessary 
that  then  the  private  interest  shall  yield,  for  such  a  pur- 
pose can  be  accomplished  only  by  an  extremely  careful 
and  often  delicate  adjustment  of  numerous  rates,  affect- 
ing various  carriers,  various  commodities  and  various 
localities.  To  disturb  one  or  two  or  three  rates  would 
destroy  the  balance  and  impair,  if  not  ruin,  the  whole 
scheme  of  regulation.  If  one  railway,  then,  could  have 
certain  rates  set  aside  as  impairing  its  private  rights, 
such  rate  regulation  would  be  impossible.  Hence,  in  pro- 
portion as  the  constructive  theory  displaces  the  remedial, 
or  grows  in  relative  importance  to  it,  the  demand  that  the 
public  interests  shall  prevail  becomes  more  imperative 
and  the  proportionate  burden  of  injustice  to  be  placed 
upon  the  railways  is  rightly  increased. 

But  the  distribution  of  this  burden  will  depend  not  only 
upon  the  acknowledged  purpose  of  rate  control;  it  will 
also  be  influenced  by  our  views  as  to  the  character  of  the 
railway  business.  It  is  a  well-known  fact  that,  at  least 
in  the  eyes  of  the  law,  the  railway  business  is  essentially 
public  in  character.  Our  courts  have  repeatedly  asserted 
this  to  be  true,  and  the  people  at  large  have  caught  up  the 
saying  and  echoed  it  with  facile  glibness.  The  railway 
is  a  public  utility,  the  railway  company  a  public  servant, 
the  railway  business  a  public  business.  But  what  makes 
it  a  public  business  ?  Numerous  answers  have  been  given 
to  this  question,  but  none  is  thoroughly  satisfactory.  No 
explanation  of  the  publicness  of  the  railway  industry  has 
been  offered  which  would  not,  if  carried  to  its  logical 
conclusion,  throw  almost  all  forms  of  business  into  the 
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public  class.  Indeed,  many  lay  minds  are  tempted  to 
doubt  whether  a  clean-cut  classification  of  industries  into 
those  which  are  public  and  those  which  are  private  is 
possible,  and  while  the  courts  have  insisted  that  it  is,  they 
have  never  announced  the  basis  of  classification  in  clear 
and  satisfactory  terms.  A  task,  therefore,  to  which 
thought  may  advantageously  be  directed,  is  that  of  de- 
termining whether  there  are  essential  qualities  in  the 
railway  industry  which  indubitably  make  for  publicness. 
For,  unless  such  qualities  can  be  discovered,  it  would  be 
a  grave  mistake  to  approach  the  problem  of  reasonable 
rates  with  the  bias  that  must  necessarily  accompany  the 
conviction  that  the  business  to  be  regelated  is  in  nature 
public.   . 

But,  granted  that  such  qualities  can  be  found,  their 
discovery  simply  presents  a  new  problem:  To  what  ex- 
tent should  the  fact  that  the  business  is  public  influence 
the  determination  of  its  charges?  Should  public  interests 
prevail  over  private  at  all  costs,  or  should  merely  lim- 
ited weight  be  accorded  them,  and  if  the  latter,  just 
where  should  the  line  be  drawn?  Upon  this  point  con- 
flicting views  are  even  now  held.  Some  go  so  far  as  to 
say,  with  Mr.  Justice  Brewer,  that  when  one  embarks  in 
a  public  business,  "he  voluntarily  accepts  all  the  condi- 
tions of  public  service  which  attach  to  like  service  per- 
formed by  the  state  itself",  and  that,  therefore,  "if  the 
body  which  expresses  the  judgment  of  the  state  believes 
that  the  particular  services  should  be  rendered  without 
profit,  he  is  not  at  liberty  to  complain".  (Cotting  v.  Kan- 
sas City  Stock  Yards  Co.,  183  U.  S.  79,  93.)  But  while 
this  view  is  held  by  some,  others  insist  that  it  unduly  cur- 
tails private  rights,  and  that  the  publicness  of  a  business 
does  not  justify  such  extreme  regulation  by  the  public. 
Discussion  of  this  question,  however,  is  bound  to  be 
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fruitless  until  we  see  clearly  just  what  it  is  that  makes 
the  business  public.  We  must  know  what  the  elements 
of  publicness  are  before  we  can  decide  whether  they  are 
of  such  a  character  as  to  justify  Justice  Brewer's  view, 
or  any  other  opinion,  either  more  conservatice  or  more 
extreme.  This,  then,  is  a  question  of  primary  import- 
ance. 

Another  element  that  may  enter  into  the  determination 
of  the  balance  between  public  and  private  rights  is  the 
extent  of  the  railway's  liability  for  loss  or  injury  to 
property  transported  by  it.  Present  rates  are  quoted  not 
with  reference  to  the  company's  common  law  liability, 
but  rather  to  the  limited  liability  expressed  in  bills  of 
lading.  The  revised  Interstate  Commerce  Act  attempts 
to  establish  tmiformity  in  this  regard,  so  far  as  interstate 
rates  are  concerned,  by  providing  that  the  initial  carrier 
shall  be  liable  for  any  loss,  damage  or  injury  caused  by 
it  or  by  any  other  carrier,  and  that  no  contract,  receipt, 
rule  or  regulation  shall  exempt  the  carrier  from  that  lia- 
bility. Of  course,  this  provision  must  run  the  gauntlet 
of  the  courts,  and  it  is  quite  possible  that  it  will  be  de- 
clared unconstitutional.  If  sustained,  the  judicial  inter- 
pretation of  the  vague  and  uncertain  term  "caused"  will 
be  interesting  and  important.  Whether  it  will  restore  the 
now  obsolete  common  law  liability,  or  will  establish  a 
responsibility  much  more  curtailed,  the  interpretation  will 
have  its  bearing  in  the  determination  of  reasonable  rates. 

There  is  another  matter  which  it  seems  proper  to  sug- 
gest for  discussion,  especially  in  view  of  the  fact  that  it 
is  at  the  present  moment  a  live  question.  When  the 
reasonableness  of  rates  fixed  by  public  authority  is  made 
the  subject  of  judicial  review,  it  is  the  established  practice 
of  the  federal  courts  to  issue  temporary  injunctions  sus- 
pending the  rates  during  the  proceedings  not  only  in  the 


Digitized  by 


Google 


92  American  Economic  Association 

trial  court,  but  in  the  appellate  courts  as  well.  The  pro- 
priety of  this  practice  has  never  been  seriously  argued 
before  the  Supreme  Court,  but  the  point  has  arisen  inci- 
dentally in  a  number  of  cases  and  the  practice  has  in- 
variably been  approved  by  that  tribunal.  Nevertheless, 
the  question  can  hardly  be  regarded  as  settled,  for  it  has 
never  been  squarely  presented  to  the  Court  as  a  leading 
issue  in  a  case.  This,  however,  may  soon  occur,  in  the 
cases  which  have  arisen  because  of  the  refusal  of  cer- 
tain state  officers  to  obey  temporary  injunctions  leveled 
against  state  laws  for  the  regulation  of  rates.  When 
these  cases  are  decided,  it  is  to  be  hoped  that  the  Supreme 
Court,  on  full  consideration,  will  condemn  the  practice. 
For  there  are  many,  among  whom  the  writer  is  one,  who 
believe  that  it  does  not  recognize  the  proper  balance  be- 
tween the  corporate  and  the  public  welfare.  It  is  pur- 
sued, of  course,  in  defense  of  private  rights,  for  it  is 
recognized  that  if  the  railways  are  compelled  to  operate 
rates  ultimately  declared  to  be  unreasonably  low,  they 
suffer  irreparable  injury.  But  the  courts  apparently  for- 
get that  if  the  roads  are  excused  from  operating  rates 
which  prove  to  be  reasonable,  the  public  suffers  irrepar- 
able injury.  It  certainly  seems  unfair  to  the  public  that 
a  scheme  of  regulation  should  be  rendered  ineffectual  by 
being  set  aside  for  a  term  of  years  when  there  is  no 
certainty  that  it  is  unconstitutional.  This  is  especially 
true  in  view  of  the  fundamental  doctrine  of  constitutional 
law  that  legislation  is  to  be  presumed  valid  until  its  repug- 
nance to  the  constitution  is  proved  beyond  a  reasonable 
doubt;  and  if  there  is  any  case  in  which  the  desirability 
of  observing  that  doctrine  would  seem  to  be  beyond 
question,  it  is  one  in  which  the  legislation  affects  such 
important  public  interests  as  are  involved  in  rate  regu- 
lation. 
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All.  that  has  been  said  in  reference  to  public  and 
private  interests  suggests  a  general  comment  on  the 
action  of  the  courts  in  setting  aside  rates  made  by  a  com- 
mission. Such  action  is  commonly  interpreted  as  a  criti- 
cism of  the  commission.  Many  persons  seem  to  regard 
it  as  conclusive  proof  that  the  commission  was  wrong, 
and  that  its  rates  were  unreasonable ;  and  they  sometimes 
draw  the  further  conclusion  that  commissions  are  un- 
trustworthy and  even  dangerous  things.  As  a  matter  of 
fact,  generally  speaking,  no  such  conclusion  is  justified. 
The  failure  of  a  commission  to  win  its  cases  may  not 
mean  that  it  is  wrong ;  on  the  contrary,  it  may  mean  that 
the  courts  are  wrong,  in  that  they  are  not  willing  to  con- 
cede enough  to  the  public  interests.  Both  commission 
and  courts  have  the  same  problem, — ^to  balance  public  and 
private  rights, — and  is  there  any  certainty  that  the  courts 
have  solved  it  more  successfully  than  the  commission? 
Is  it  not,  on  the  other  hand,  quite  likely  that  the  commis- 
sion has  been  more  successful,  not  only  because  it  has 
made  a  special  study  of  the  whole  rate  problem, — ^which 
comes  only  occasionally  to  the  attention  of  the  courts, — 
but  also,  and  chiefly,  because  the  courts  are  confessedly 
biased  on  this  particular  matter?  For,  whatever  general 
dicta  the  courts  may  have  uttered  in  reference  to  the 
rights  of  the  public,  as  a  matter  of  fact  they  make  the 
corporate  interest  the  controlling  consideration  in  every 
case,  asserting,  in  the  language  of  Mr.  Justice  Brewer, 
that  "the  primary  duty  of  the  courts  is  the  protection  of 
the  rights  of  persons  and  property".  When  the  courts 
not  only  admit,  but  even  boast,  that  this  is  their  primary 
duty,  they  can  hardly  be  regarded  as  qualified  to  settle 
the  issues  that  arise  between  public  and  private  interests. 
Hence  a  court  decision  adverse  to  a  commission's  rates 
should  be  presumed  to  mean,  not  that  the  commission 
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has  gone  wrong,  but  rather  that  a  proper  recognition  of 
the  public  interest  is  impossible  under  our  Constitution 
as  at  present  interpreted  by  the  courts ;  and  that  either  the 
Constitution  or  its  interpretation  must  be  changed  or  our 
system  of  private  railroad  enterprise  must  fail.  Some 
individualists  welcome  such  court  decisions  as  a  vindica- 
tion of  private  rights.  Rather  should  they  deplore  them 
as  proclaiming  the  failure  of  individualism  in  the  railroad 
industry. 

These  considerations  lead  to  one  final  suggestion.  If, 
in  the  course  of  time,  general  agreement  is  reached  as  to 
the  principles  governing  the  relation  of  the  public  and  the 
railroads  in  rate-making,  it  would  be  well  if  those  princi- 
ples could  be  put  in  form  and  adopted  as  amendments  to 
the  federal  Constitution.  Of  course,  there  is  little  chance 
that  this  will  ever  be  done,  for  the  difficulty  of  amending 
the  Constitution  is  great,  but  unless  it  is  done  we  may  be 
sure  that  public  control  can  never  wholly  succeed  in  main- 
taining reasonable  rates.  For,  tmless  the  proper  princi- 
ples are  expressed  in  the  Constitution,  the  courts  will  not 
be  bound  by  them,  but  can  continue  their  present  policy 
of  judging  rates  from  the  standpoint  of  private  rights. 
In  fact,  it  is  certain  that  no  principles  developed  from  any 
other  standpoint  will  ever  be  recognized  by  the  courts, 
except  under  compulsion.  For,  while  our  courts  have 
shown  themselves  to  be  zealous  defenders  of  private 
rights,  they  have  manifested  but  slight  disposition  to 
protect  public  interests. 
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THE  BASIS  OF  REASONABLE  RAILWAY 
RATES. 

Halford  Erickson. 

The  questions  whether  it  is  possible  to  determine  the 
cost  per  unit  of  transportatiion  to  the  carrier,  and  whether 
this  cost,  if  it  could  be  determined,  is  of  any  particular 
value  in  fixing  reasonable  rates,  have  often  been  dis- 
cussed. The  conclusions  most  frequently  arrived  at  in 
these  discussions  seem  to  be  that  the  cost  of  transporta- 
tion, say,  one  hundred  pounds  of  freight  for  any  given 
distance,  cannot  be  computed  and  that,  even  if  it  could 
be,  it  would  not  be  of  a  great  deal  of  assistance  in  making 
freight  rates.  These  conclusions,  however,  do  not  seem 
to  be  entirely  convincing.  While  it  may  be  impossible 
to  find  the  exact  cost  of  each  particular  shipment,  it  ap- 
pears to  be  possible  to  determine  this  cost  per  unit  closely 
enough  for  most  practical  purposes.  Likewise,  it  also 
appears  that  the  cost  is,  perhaps,  the  most  important 
element  that  should  be  taken  into  consideration  in  fixing 
rates.  In  order  to  show  these  facts  it  will  be  necessary 
to  describe  briefly  some  of  the  methods  under  which,  in 
our  work  on  the  Wisconsin  Commission,  we  have  found  it 
possible  to  compute  the  approximate  cost  per  unit  of 
transportation,  and  also  to  touch  upon  certain  other 
matters  to  illustrate  the  importance  of  this  cost  to  the 
rate-maker. 

The  first  step  in  computing  the  cost  consists  in  sepa- 
rating the  expenses  between  the  different  branches  of  the 
service.  The  freight  traffic,  for  instance,  should  bear  its 
fair  share  of  the  total  cost  and  this  is  true  also  for  the 
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passenger  traflSc.  A  large  proportion  of  the  expense 
items  can  be  actually  separated,  but  there  are  also  many 
items  that  are  common  to  all  brinches  of  the  traffic  and 
that  have  to  be  assigned  upon  bases  that  are  more  or  less 
arbitrary  in  their  character.  The  fact  that  they  may  be 
arbitrary,  however,  does  not  necessarily  mean  that  they 
are  merely  estimates  or  that  they  may  not  be  fair.  It  is 
usually  found  that  most  of  the  common  items  bear  a  close 
relation  to  some  particular  unit  of  operation  or  traffic. 
Some  depend  on  either  the  car,  the  locomotive,  or  the 
train  mile.  Others  again  depend  on  the  number  of  cars 
handled,  the  number  of  tons,  and  the  number  of  tons 
carried  one  mile.  There  are  also  common  or  indirect 
items  which  bear  a  very  close  relation  to  some  of  the 
direct  expenses  and  can  safely  be  allotted  in  the  same  pro- 
portion. When  the  various  expense  items  are  taken  to 
pieces,  reclassified,  and  in  various  ways  put  through  the 
laboratory  process,  it  is  usually  found  that  they  can  be 
allocated  and  placed  about  where  they  naturally  belong. 
It  is  upon  processes  of  this  character  that  nearly  all  sys- 
tems of  cost  accounting  are  based.  There  are  to-day 
many  industrial  and  commercial  enterprises  with  more 
branches  of  production  and  with  a  larger  proportion  of 
common  expense  items  than  common  carriers,  where  cost 
keeping  has  been  so  highly  developed  as  to  furnish  the 
bases  upon  which  the  prices  of  their  products  are  fixed. 
The  difficulties  that  have  had  to  be  overcome  in  many  of 
these  cases  were  even  more  complicated  than  those  which 
obtain  in  the  railroad  service.  What  has  been  accom- 
plished in  these  industries  may  also  be  accomplished  for 
common  carriers.  If  these  carriers  would  go  to  the 
trouble  of  keeping  exact  records,  their  common  expense 
items  would  be  materially  reduced.  It  is  true  that  this 
might  involve  more  detailed  records  than  many  now  in 
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use,  and  that  it  might  also  tend  to  increase  the  operating 
expenses.  But  the  value  of  this  work  to  the  rate  maker, 
particularly  to  Commissions,  would  be  extremely  great 
The  field  certainly  offers  enough  promises  of  usef lUness, 
so  that  it  ought  at  least  not  to  be  left  imoccupied  simply 
because  it  happens  to  involve  some  trouble  and  perhaps 
some  additional  expense. 

When  the  total  expense  of  the  freight  traffic  has  thus 
been  determined,  the  next  step  consists  in  separating  the 
same  on  the  basis  on  which  the  traffic  is  handled,  or  be- 
tween the  cost  of  handling  it  at  the  terminals  and  the  cost 
of  moving  it  between  these  terminals.  In  this  case,  as  in 
the  case  of  assigning  the  expenses  among  the  different 
branches  of  the  traffic,  many  items  are  encountered  which  * 
are  common  to  both  sides  and  which  do  not  readily  admit 
of  exact  distribution.  But  even  these  difficulties  may 
be  overcome.  Upon  a  close  and  detailed  examination  of 
the  nature  of  the  various  items,  it  will  be  found  that  in 
this  case  also  the  common  expenses  may  be  fairly  and 
equitably  distributed. 

With  these  separations  made,  the  problem  is  how  to 
compute  the  cost  per  gross  and  net  ton,  the  cwt.,  or  other 
unit  This  can  be  done  best  through  the  mediimi  of  the 
loaded  car.  This  must  necessarily  be  so  since  freight  is 
ordinarily  handled  and  moved  in  carload  lots,  some  of 
which  weigh  a  great  deal  more  than  others.  When  the 
terminal  expenses  are  pro-rated  upon  the  number  of  loaded 
cars,  we  obtain  the  average  cost  of  these  expenses  to  each 
loaded  car.  When  the  cost  per  car,  in  turn,  is  pro-rated 
upon  the  gjoss  weight,  or  on  the  weight  of  both  car  and 
the  load,  we  obtain  the  cost  per  gross  ton.  The  figures 
thus  obtained  furnish  a  basis  upon  which  the  cost  per 
unit  of  the  terminal  expenses  may  be  determined  for  light 
as  well  as  for  heavy  loads.     When  the  movement  ex- 
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penses  per  loaded  car  per  mile  are  pro-rated  upon  the 
total  weight  of  both  the  car  and  the  load,  we  obtain  the 
cost  per  gross  ton  per  mile  of  haul.  These  figures  in 
turn  constitute  the  basis  upon  which  the  net  cost  per  unit 
per  mile  for  moving  the  freight  between  stations  under 
all  sorts  of  loading  may  be  determined. 

Under  these  methods  it  is  thus  possible  to  find  the  cost 
per  unit  for  handling  the  freight  at  the  terminals,  as  well 
as  for  each  mile  of  the  haul.  These  two  items  make  up 
the  cost  of  transportation.  The  former,  or  the  terminal 
cost,  is  a  constant  quantity.  It  is  not  affected  by  the 
distance,  but  remains  the  same  for  short  as  for  long 
hauls.  The  movement  expenses,  on  the  other  hand, 
vary  with  the  length  of  the  haul.  They  are  also  rela- 
tively greater  for  way-freight  or  local  traffic  than  for 
through  traffic. 

The  final  steps  consist  in  adjusting  the  movement  ex- 
penses between  the  way  freight  and  the  through  haul. 
As  has  been  said,  the  former  is,  as  a  rule,  the  more  costly. 
Way  freight  trains  stop  and  unload  and  take  on  freight 
at  practically  every  station  on  their  run,  and  therefore 
make  much  less  mileage  in  the  same  time  than  through 
trains.  In  fact  the  latter  usually  make  more  than  twice 
as  much  mileage  in  a  given  time  as  the  former.  Slower 
time  in  this  case  stands  for  relatively  higher  costs  for 
wages,  fuel,  and  other  items.  While  these  excesses  in 
the  cost  for  some  of  the  items  are  to  some  extent  offset 
by  lower  cost  for  certain  other  items,  those  offset  are  not 
great  enough  to  place  the  two  classes  of  hauls  on  an  equal 
basis.  In  addition  to  this  the  through  trains  often  carry 
heavier  loads,  which  also  tends  to  reduce  the  relative  cost. 
Investigation  has  revealed  that  the  movement  expenses 
per  unit  are  often  from  two  to  three  times  as  great  for 
way-freight  as  for  through-freight. 
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The  methods  which  have  thus  been  pointed  out  are 
often  very  complicated.  In  fact  they  are  mostly  of  such 
character  as  to  require  ahnost  all  sorts  of  laborious  cal- 
culations. For  purposes  of  illustration,  the  cost  per 
iinit  for  one  of  the  leading  roads  in  this  state,  as  ob- 
tained imder  these  methods,  has  been  tabulated,  and  this 
table  may  be  examined.  It  conveys  a  fairly  good  idea 
of  what  has  been  said.  The  figures  contained  in  it  con- 
stitute some  of  the  more  important  material  for  the  con- 
struction of  a  rate  schedule. 

The  charges  which  a  railroad  may  make  for  the  ser- 
vices it  performs  are  limited  by  its  obligations  to  the 
public  and  by  the  principles  which  govern  its  business. 
It  is  generally  held  that  it  has  the  right  to  adopt  a 
schedule  of  rates  that  will  produce  sufficient  revenue 
to  meet  its  operating  expenses,  including  a  fair  return 
upon  the  value  of  its  property.  A  schedule  which  will 
meet  these  requirements  is  regarded  as  reasonable  when 
considered  as  a  whole.  The  lowest  rate  would  perhaps 
be  that,  which,  besides  meeting  the  operating  cost,  would 
contribute  at  least  something  towards  the  interest  upon 
the  investment.  The  highest  rate  in  it,  on  the  other 
hand,  may  be  several  times  as  great  as  the  lowest  rate. 
Much,  in  this  respect,  depends  upon  the  policy  of  the 
roads  or  of  those  who  fix  the  rates. 

In  determining  what  is  a  reasonable  rate,  therefore, 
it  is  also  necessary  to  know  the  value  of  the  property 
used  for  the  purposes  of  transportation  as  well  as  what 
constitutes  a  fair  rate  of  interest  upon  this  valuation. 
These  are  important  questions  and  have  frequently  been 
passed  upon  by  the  courts.  While  no  definite  rules. have 
been  laid  down  for  fixing  either  the  valuation  or  the  rate, 
the  courts  have  pointed  out  the  various  factors  which 
should  be  taken  into  account  in  determining  both. 
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But  a  rate  schedule  to  be  fair  and  just  should  not  only- 
yield  the  required  amount  in  revenue,  but  each  particular 
rate  in  it  should  bear  a  proper  relation  to  all  the  other 
rates.  That  is,  the  charge  on  each  article  or  shipment 
should  cover  the  cost  of  transportation  and  contribute  its 
just  proportion  of  the  interest  on  the  investment.  This 
proportion  in  turn  depends  upon  the  cost  of  transporta- 
tion and  on  the  value  of  the  service  or  of  the  articles 
shipped. 

The  value  of  the  service,  in  the  sense  it  is  used  here, 
is  the  same  as  the  value  of  the  articles  shipped,  and  is 
another  element  that  should  be  taken  into  account  in 
adjusting  rates.  Articles  of  high  value  can  afford  to 
pay  higher  rates  than  articles  of  low  value.  In  other 
words,  value  is  a  measure  of  the  ability  to  pay.  Cheap 
and  bulky  articles  can  be  obtained  for  transportation 
only  at  low  rates.  They  have  not  the  ability  to  pay  high 
charges.  This  is  particularly  true  when  the  distance  is 
great.  For  articles  of  high  value  in  proportion  to  bulk 
the  situation  is  different.  In  this  case  the  rates,' even  if 
high  as  compared  to  those  for  low  priced  goods,  consti- 
tute so  small  a  part  of  the  total  value  as  to  be  of  com- 
paratively small  importance.  Since  high  priced  goods 
can  afford  to  pay  more  than  low  priced  goods  it  is  to  the 
best  interests  of  both  the  public  and  the  carriers  that  their 
rates  should  be  higher.  Low  grade  and  bulky  articles 
should  perhaps  be  charged  rates  that  are  sufficient  to 
meet  operating  expenses  and  yield  something  above  this 
for  interest  on  the  investment.  Such  traffic  is  of  impor- 
tance even  on  these  terms.  It  increases  the  volume  of 
the  business  and  therefore  decreases  the  cost  per  unit. 
By  contributing  something  towards  the  profits  of  the 
carrier  it  also  reduces  the  amount  that  will  have  to  be 
so  contributed  by  the  other  classes  of  the  traffic.    Arti- 
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des  of  medium  value  and  bulk  should  be  charged  the 
average  rates.  Articles  of  high  value  and  small  bulk 
should  be  charged  rates  that  are  high  enough  to  meet 
operating  costs,  including  interest  on  the  valuation,  and 
which  besides  will  make  up  for  any  deficiencies  in  capital 
requirements  that  may  have  arisen  because  of  the  low 
rates  at  which  the  low  grade  traffic  had  to  be  accepted. 

Except  for  the  commodity  tariffs,  which  come  in  a  class 
by  themselves,  the  consideration  that  is  given  to  value  in 
fixing  rates  is  usually  determined  by  the  freight  classifi- 
cation. Articles  of  high  value  are  ordinarily  placed  in 
classes  which  take  higher  rates  than  articles  of  lower 
value.  This  is  the  general  rule,  although  there  may  be 
some  exceptions  to  it  in  cases  where  other  factors  such  as 
risk,  weight,  bulk,  etc,  play  an  important  part.  Qassifi- 
cation  is  in  fact  largely  based  upon  the  value  of  the  ar- 
ticles which  are  included  in  it.  It  is  a  part  of  the  rate 
schedules.  The  principles  which  govern  in  classifying 
the  goods  are  the  same  as  those  which  control  the  making 
of  rates. 

It  is  in  passing  upon  facts  of  this  character  that  the 
cost  per  imit  of  transportation  becomes  an  important 
matter.  This  cost  is  of  material  assistance  in  deter- 
mining the  general  rate  level  of  the  schedule  as  a  whole, 
or  the  amount  to  be  earned  under  it.  It  is  also  necessary 
in  order  to  determine  what  is  a  fair  rate  for  each  class 
of  articles.  In  fact  it  is  difficult  to  see  how  either  an 
entire  schedule  or  any  particular  rate  can  be  fair  which 
has  been  fixed  without  any  reference  to  the  cost  of  the 
services  involved.  This  cost  is  also  of  the  greatest 
importance  in  the  classification  of  the  freight,  for  as 
computed  here  it  discloses  the  effect  of  both  weight  and 
bulk  upon  the  cost  of  the  services.  For  articles  of  great 
bulk  in  proportion  to  their  weight  the  cost  of  loading 
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per  car  is  usually  light  and  of  transportation  relatively 
high.  For  articles  of  small  bulk  in  proportion  to  the 
weight  the  reverse  is  true.  Another  fact  which  tends  to 
increase  the  value  of  such  cost  figures  is  that  the  various 
factors  of  transportation  remain  fairly  constant  from 
one  year  to  another.  The  cost  per  unit,  for  instance, 
for  the  various  roads  which  enter  this  state  has  remained 
about  the  same  for  the  past  five  years.  The  situation  is 
also  in  most  cases  such  that  due  consideration  can  be 
given  to  the  cost  without  excluding  any  of  the  other  ele- 
ments that  should  be  taken  into  account.  In  view  of  all 
this  it  would  seem  that  cost  easily  occupies  the  first  place 
among  all  the  factors  which  must  be  considered  in  rate 
making.  The  cost  per  unit  of  transportation  modified 
by  the  value  of  the  articles  transported  or  their  ability 
to  pay  charges  constitutes  the  basis  upon  which  most  of 
the  rates  may  safely  be  based.  For  purposes  of  further 
illustration  a  tariff  schedule  has  been  made  up  in  which 
both  the  cost  and  the  value  of  the  services  has  been  taken 
into  account,  and  which  under  present  conditions  will 
yield  about  ten  per  cent,  as  interest  on  the  cost  of  repro- 
ducing the  road  to  which  it  applies. 


The  discussion  which  followed  was  very  informal. 
The  chief  points  brought  out  were  as  follows :  (i )  There 
is  no  such  great  difference  in  the  cost  of  transportation 
on  different  roads  as  one  might  expect.  This  refers  to 
roads  in  Wisconsin.  (2)  Cost  varies  in  different  years, 
yet  these  variations  have  not  been  great  during  the  past 
fifteen  years.  (3)  Rate-making  on  a  basis  of  cost  re- 
quires that  the  state  commission  should  separate  intra- 
state from  interstate  traffic,  and  while  to  some  extent 
arbitrary,  this  can  be  done  closely  enough  for  practical 
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purposes.  Traffic  in  Wisconsin  costs  less  than  the  traffic 
on  the  whole  lines  of  roads  doing  business  in  Wisconsin. 
(4)  Intra-state  and  interstate  is  a  distinction  different 
from  "local  and  through  traffic".  (5)  Terminal  expenses 
do  not  cause  particular  difficulty.  They  are  distributed 
over  the  traffic  which  benefits  by  the  use  of  the  terminal. 
(6)  The  commission  has  not  ommitted  to  consider 
empty  car  mileage  in  its  determination  of  cost.  This  is 
especially  prominent  in  the  live-stock  traffic.  (7)  Rate- 
making  on  a  basis  of  cost  permits  of  increases  as  well 
as  decreases  in  rates  due  to  changes  in  wages  and  cost 
of  materials.  (8)  The  commission  has  not  made  cost 
an  invariable  basis.  This  has  been  used  as  a  guide,  while 
the  departures  up  or  down  in  the  case  of  any  commodity 
may  be  made  on  considerations  of  value  of  the  commodity 
or  other  tests  of  expediency.  While  this  procedure  ad- 
mits the  failure  of  cost  as  a  sole  and  invariable  basis  in 
every  charge,  it  is  vastly  different  from  making  rates  on 
consideration  of  expediency  alone  without  reference  to 
cost.  With  cost  as  a  basis  you  have  a  norm  to  be  departed 
from  in  cases  where  this  may  be  clearly  justified,  in  in- 
dividual cases,  but  your  rates  as  a  system  will  still  be 
based  on  cost.  (9)  This  system  of  rate-making  requires 
that  distance  be  not  ignored  as  a  factor,  but  group  rates 
and  tapering  rates  have  been  used. 

Professor  Meyer  explained  a  number  of  statistical 
charts  prepared  by  the  commission  for  its  own  use  show- 
ing the  systematic  arrangement  of  rates  after  the  com- 
mission had  adjusted  them. 
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MONEY  AND  BANKING. 
Round  Table  Discussion:   D.  R.  Dewey,  Chairman. 

D.  R.  Dewey:  The  plan  before  us  for  consideration 
to-day  is  that  proposed  by  the  Currency  Commission  of 
the  American  Bankers'  Association.  In  brief,  its  salient 
point  is  the  issue  of  additional  credit  notes  equal  to  25 
per  cent,  of  the  capital  up  to  40  per  cent,  of  the  bond- 
secured  circulation,  subject  to  a  tax  of  2j^  per  cent,  per 
annum.  Provision  is  also  made  for  the  issue  of  addi- 
tional notes  subject  to  a  higher  tax  of  5  per  cent. 

Although  it  is  desirable  that  discussion  as  far  as  pos- 
sible should  be  concentrated  upon  this  particular  plan, 
it  must  be  remembered  that  Congress  is  not  confined  to 
the  acceptance  of  this,  or  of  that  of  no  legislation  at  all. 
There  are  other  plans  as  well  as  that  of  the  American 
Bankers'  Association ;  and,  if  one  is  persuaded  that  some 
currency  legislation  is  necessary,  judgment  as  to  this 
particular  plan  must  involve  a  comparison  with  others. 
Among  these  other  plans  may  be  mentioned  (i)  that  of 
a  central  bank  of  issue, — ^a  bank  of  banks,  (2)  an  exten- 
sion of  bond-secured  circulation  so  as  to  admit  railroad, 
state,  and  municipal  bonds  as  a  basis  of  security,  and  pro- 
vide for  the  emission  of  short-term  notes  based  upon 
such  securities;  and  (3)  provision  for  bank-note  issues 
upon  bank-book  credits,  regardless  of  a  security  by  na- 
tional or  other  bonds  held  in  pledge  by  the  government. 
In  the  list  thus  specifically  enumerated  I  have  omitted 
the  so-called  asset  currency  plan  of  the  Chamber  of  Com- 
merce, and  Ex-Secretary  Shaw's  plan  for  an  emergency 

104 


Digitized  by 


Google 


Money  and  Banking — Discussion  105 

currency,  because  it  seems  to  me  at  bottom  they  involve 
the  same  principle  as  that  of  the  Bankers'  Commission. 
While  there  are  differences  as  to  the  percentage  of  issue 
of  credit  notes,  and  rates  of  taxation  to  be  imposed 
while  in  circulation,  they  are  alike  in  tying  up  the  new 
circulation  to  government  bonds. 

We  have  then  to  consider  the  respective  merits  of  an 
extension  of  circulation  based  upon  government  bonds; 
of  a  circulation  based  upon  government  and  other  bonds ; 
of  a  circulation  based  on  general  bank  credits ;  and  finally 
of  a  circulation  which  may  be  put  forth  by  a  central  bank, 
as  supplementary  to  the  circulation  which  individual 
banks  now  carry. 

The  plan  of  the  American  Bankers'  Association  is  fre- 
quently spoken  of  as  a  plan  for  asset  currency.  It  will 
be  observed,  however,  that  it  is  simply  a  proposition  for 
the  issue  of  notes  equal  to  125  per  cent,  upon  bonds,  100 
per  cent,  of  which  shall  be,  as  at  present,  taxed  J4  of  i 
per  cent.,  and  25  per  cent,  shall  be  taxed  at  2}^  per  cent. 
The  ostensible  object  of  this  plan  is  to  provide  a  certain 
portion  of  currency  which  will  adjust  itself  to  the  peri- 
odic movements  of  the  money  market,  and  which  will 
presumably  flow  and  ebb  according  to  the  demands  for 
the  movement  of  crops  and  for  special  emergencies. 
Advocates  of  this  plan,  so  far  as  I  am  aware,  do  not 
emphasize  the  need  of  a  permanent  addition  to  the  total 
supply  of  bank-note  money.  They  are,  however,  desirous 
of  introducing  some  element  of  elasticity.  The  question 
therefore  before  us  is,  will  a  currency  issued  in  this  way, 
which  is  based  primarily  upon  the  amount  of  bond-note 
circulation,  and  consequently  upon  the  amount  of  bonds 
available  for  notes,  create  this  elasticity? 

It  is  estimated  that  this  plan  would  provide,  on  the 
basis  of  present  circulation,  a  possible  increase  of  a  little 
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over  200  millions  of  credit  notes.  In  this  connection  it 
is  to  be  noted  that,  during  the  past  ten  years,  there  has 
been  an  increase  of  bank-note  circulation  of  400  millions. 
If  the  bonded  indebtedness  of  this  country  should  in- 
crease so  as  to  make  a  larger  amount  of  bonds  available 
for  bank-note  circulation,  then  there  would  be  a  possi- 
bility of  still  further  increase  in  the  credit-note  circula- 
tion; the  two,  credit-note  and  bank-note  circulation, 
would  go  hand  in  hand. 

Elasticity  apparently  is  to  be  secured  by  two  forces: 
First,  a  tax  of  2j4  per  cent.,  and  second,  an  extension 
and  improvement  in  redemption  facilities.  If,  however, 
there  is  to  be  a  system  of  real  and  effective  redemption, 
why  a  tax  of  2yi  per  cent.  ?  If,  however,  there  is  not  to 
be  automatic  redemption,  as  works  out,  for  example,  in 
the  Canadian  system,  is  a  tax  of  2j4  per  cent,  sufficient 
to  force  retirement?  Is  there  not  the  possibility,  there- 
fore, that  the  credit-note  in  times  of  industrial  prosperity 
may  stay  out  continuously?  and  may  not  the  financial 
demand  for  this  credit  currency  be  as  urgent  as  the 
commercial  crop-moving  demand? 

Elasticity  of  circulation  presupposes  effective  agencies 
for  retirement  and  redemption  of  notes.  Does  the  plan 
of  the  American  Bankers*  Commission  provide  any  way 
by  which  these  credit  notes  will  inevitably  flow  back? 
The  report  says  that  "the  Comptroller  of  the  Currency 
shall  designate  numerous  redemption  cities  conveniently 
located  in  the  various  parts  of  the  country.  Through  the 
agency  of  the  banks  in  such  cities,  adequate  facilities 
shall  be  provided  for  active  daily  redemption  of  the  credit 
notes."  But  will  the  establishment  of  "adequate  facili- 
ties" necessarily  result  in  the  retirement  of  such  notes? 
We  have  in  this  country  6000  individual  national  banks, 
each  independent  of  the  others.     Our  banks  have  not 
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been  trained  in  redemption*  and  there  is  not  that  rivalry 
between  a  few  competing  bank  systems,  such  as  obtains 
in  Canada,  which  would  lead  banks  to  present  for  re- 
demption the  notes  of  other  banks.  Can  this  redemption 
be  obtained  except  by  the  passage  of  a  law  forbidding  any 
bank  to  pay  out  the  credit  notes  of  any  other  bank?  and 
does  not  effective  redemption  involve  the  machinery  of 
either  a  central  bank  or  of  systems  of  branch  banks  ?  It 
must  also  be  remembered  that  bank  notes  are  regarded  by 
the  people  at  large  as  absolutely  sound,  as  good  as  gov- 
ernment legal  tender,  and  that  consequently  they  stay 
out  in  the  hands  of  the  people  for  a  considerable  period 
of  time.  We  must  also  remember  that  the  Treasury 
department  has,  for  governmental  ends,  actively  opposed 
the  retirement  of  bailk-notes  and  practically  held  out 
special  privileges  to  banks  which  would  run  counter  to 
commercial  forces.  If  elasticity  can  be  secured  in  as 
simple  a  way  as  that  implied  in  the  Bankers'  plan,  why 
would  it  not  be  possible  to  improve  the  present  methods 
of  redemption  so  that  there  would  be  an  ebb  and  flow? 
The  plan  of  the  American  Bankers'  Commission  is 
confessedly  a  compromise.  It  is  believed  by  many,  how- 
ever, to  be  a  step  toward  asset  banking.  If  the  bond 
circulation  should  decrease,  the  plan  provides  that  the 
authorized  issue  of  credit  notes  shall  be  increased  to  a 
correspondingly  greater  percentage  of  its  bond-secured 
notes.  We  must  therefore  face  this  contingency  and 
pass  judgment  upon  the  wisdom  of  indirectly  introducing 
the  banking  principle  into  our  monetary  circulation.  If 
this  principle  is  to  be  adopted,  we  should  do  it  with  our 
eyes  wide  open  and  judge  of  the  present  proposal  by  its 
possible  consequences.  If,  however,  our  national  indebt- 
edness increases,  so  that  our  bank-note  circulation  is  still 
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harnessed  to  government  bonds,  will  any  real  advance 
be  made  toward  an  elastic  credit  currency? 

Again  it  may  be  asked  whether  it  is  desirable  to  adopt 
any  new  currency  plan  before  certain  reforms  in  our 
banking  system  have  been  put  in  operation.  Some  of 
these  seem  so  obvious  and  pertinent  to  the  ends  which  the 
Bankers'  Commission  desires  that  they  fall  within  the 
scope  of  a  discussion  on  the  currency.  Among  these 
defects  may  be  mentioned  the  question  of : 

1.  Insufficient  reserve,  particularly  of  country  banks 
and  the  centralizing  of  such  reserves  in  New  York  City. 
The  Qearing  House  banks  of  that  city  have  repeatedly 
called  attention  to  the  evil  practice  of  paying  interest  on 
deposits  of  bank  balancee. 

2.  The  inadequacy  of  redemption  facilities.  May  we 
not  establish  a  satisfactory  system  for  redemption  of 
present  bank-note  circulation  before  we  attempt  to  intro- 
duce further  circulation? 

3.  The  over-investment  of  banks  in  stocks  and  securi- 
ties which  cannot  be  rapidly  liquidated,  thus  tying  up 
the  fimds  of  the  bank  for  too  long  a  period. 

4.  The  bad  banking  methods  of  trust  companies. 

5.  The  speculative  character  of  the  call  loan  market 
in  New  York  City. 

6.  The  absence  of  any  system  whereby  negotiable 
paper  can  be  easily  rediscoimted  so  that  loanable  funds 
will  flow  to  the  place  where  they  are  most  needed  for 
commercial  purposes. 

7.  And,  finally,  the  rigidity  of  national  bank  re- 
serves. Might  it  not  be  possible  to  permit  our  national 
banks,  in  accordance  with  a  suggestion  of  Mr.  Schiff,  to 
encroach  upon  their  reserves,  say  up  to  one-fifth  of  such 
reserves,  by  payment  of  a  tax  of  6  per  cent.  ?  This  would 
let  loose  about  $125,000,000  which  might  be  as  service- 
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able  for  emergency  circulation  as  the  credit  notes  of  the 
American  Bankers'  plan. 

The  foregoing  suggestions  are  made  in  a  spirit  of 
inquiry  rather  than  that  of  captious  criticism.  It  is  easy 
to  criticise  any  currency  plan,  but  it  is  also  easy,  when 
we  are  overwhehned  by  a  mass  of  conflicting  details,  to 
be  diverted  from  f imdamental  principles.  Whether  we  are 
agreed  or  not  in  our  measure  of  belief  in  the  quantitative 
theory  of  money,  it  seems  to  me  that  we  must  all  be 
impressed  by  the  profoimd  changes  which  must  be  ef- 
fected by  the  enormous  new  supplies  of  gold.  We  have 
also  been  living  in  a  period  of  unprecedented  industrial 
prosperity,  which  has  strained,  and  was  bound  to  strain, 
to  the  utmost,  the  adjustment  of  the  supply  of  capital  to 
its  demand.  There  should  therefore  be  a  sober  consid- 
eration as  to  whether  this  is  a  time  to  make  a  legislative 
change  in  our  currency  system,  without  at  least  an  ex- 
haustive preliminary  investigation  of  the  real  changes 
which  are  taking  place,  the  objects  which  are  desired,  and 
whether  the  agencies  proposed  are  likely  to  accomplish 
such  ends. 

William  A.  Scott:  In  considering  the  plan  of  the 
American  Bankers'  Association,  I  have  been  guided  by 
two  principles  which  I  believe  to  be  sound.  The  first  is 
that,  for  the  elastic  element  of  a  currency  system,  in 
addition  to  deposits  subject  to  check,  bank  notes  issued 
against  commercial  assets  under  such  conditions  that  the 
quantity  in  circulation  will  expand  and  contract  auto- 
matically with  those  assets,  approximates  the  ideal  closer 
than  any  other  form  of  currency.  The  second  is  that  the 
issue  of  such  a  currency  should  be  concentrated  in  as  few 
hands  as  possible.  The  first  of  these  principles  seems  to 
me  to  result  from  the  very  nature  of  commerce  and  of 
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the  banking  business.  The  two  are  related  in  such  a  way 
that  the  demand  for  currency  registers  itself  at  banking 
institutions  in  the  form  of  the  presentation  for  discount 
and  the  liquidation  of  commercial  paper  (this  term  being 
used  in  its  broadest  sense).  If,  therefore,  such  presenta- 
tion and  liquidation  automatically  brings  into  and  takes 
out  of  circulation  the  currency  demanded,  the  need  for 
elasticity  is  met  in  an  ideal  manner.  The  second  principle 
seems  to  me  to  be  established  by  experience.  The  ten- 
dency in  all  European  countries  and  Canada,  where  alone 
any  great  amount  of  experience  with  this  sort  of  cur- 
rency has  accumulated,  has  been  in  the  direction  of  the 
concentration  rather  than  the  diffusion  of  issues.  In 
most  European  countries  a  single  bank  of  issue  is  clearly 
preferred,  and  in  Scotland,  Ireland,  and  Canada  the  num- 
ber of  such  banks  is  small.  In  none  of  these  countries  is 
there  apparent  any  disposition  to  increase  the  number 
of  issuing  banks.  The  tendency  is  clearly  and  decidedly 
in  the  other  direction. 

Those  features  of  the  plan  of  the  American  Bankers' 
Association  which  aim  at  giving  this  country  a  bank-note 
system  based  on  commercial  assets  appeal  to  me  very 
strongly,  but  I  cannot  favor  that  one  which  allows  all 
the  national  banks  of  the  country,  and  such  others  as  may 
be  established,  to  issue  such  currency.  I  think  I  appre- 
ciate the  practical  considerations  which  led  the  commis- 
sion to  incorporate  this  feature  in  their  plan,  but,  per- 
sonally, I  would  prefer  to  defer  still  longer  the  currency 
reform  which  the  country  so  much  needs  to  the  taking  of 
a  step  so  clearly  in  the  wrong  direction  as  this  one  seems 
to  me  to  be. 

My  objection  to  this  feature  of  the  plan  is  not  only 
the  principle  I  have  laid  down,  because  I  am  willing  to 
admit  that  in  this  matter  European  experience  may  not 
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be  the  last  word  for  us,  but  my  belief  that  country  banks 
do  not  need  the  privilege  of  note  issue  in  order  to  satisfy 
completely  all  the  Intimate  demands  of  their  communi- 
ties. The  reports  of  the  Comptroller  of  the  Currency 
make  this  very  clear.  They  show  that  practically  at  all 
times,  during  the  crop-moving  seasons  as  well  as  at  other 
periods  of  the  year,  and  even  when  the  money  markets 
at  the  great  centers  are  stringent,  they  carry  respectable 
surplus  balances  with  their  correspondents  in  the  reserve 
cities.  During  the  last  two  years  in  the  state  of  Massa- 
chusetts these  balances  have  never  been  reported  to  be 
less  than  23  per  cent,  of  the  total  kept  with  reserve  agents 
(that  is,  23  per  cent,  more  than  they  were  permitted  to 
count  as  part  of  their  legal  reserves),  and  in  the  report 
for  September  4,  1906,  they  were  as  high  as  45  per  cent. ; 
in  Iowa  during  the  same  period  they  were  never  less  than 
50  per  cent,  of  the  total,  and  in  the  June  and  September, 
1906,  reports,  they  were  59  per  cent,  of  the  total.  These 
two  states  are  fairly  representative  of  the  others.  These 
figures  seem  to  me  to  indicate  that  the  loan  funds  nor- 
mally placed  at  the  disposition  of  country  bankers  are 
considerably  in  excess  of  the  need  for  loans  in  their 
localities,  and  that,  in  consequence,  these  banks  are  bound 
to  have  abtmdant  reserves  on  deposit  with  their  reserve 
agents  to  meet  the  demands  made  upon  them.  This  view 
is  also  confirmed  by  the  observation,  which  I  think  most 
students  of  economic  conditions  in  the  United  States  have 
made,  that  our  country  districts  are  rapidly  growing 
wealthy,  that  is,  that  they  are  saving  a  goodly  share  of 
their  income  and  are  investing  these  savings  in  the  great 
enterprises  of  the  country  as  well  as  in  purely  local  con- 
cerns. With  a  banking  system  like  ours,  this  necessarily 
results  in  the  conditions  revealed  by  the  figures  of  the 
Comptroller  of  the  Currency.    If  we  had  a  branch  bank 
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system,  these  conditions  would  be  revealed  in  the  ac- 
counts representing  the  relation  between  the  country 
branches  and  the  central  institutions. 

So  long  as  the  banks  in  reserve  cities  are  able  to  re- 
spond readily  and  completely  to  the  drafts  of  their  coun- 
try correspondents,  the  latter  will  be  able  to  supply  the 
wants  of  their  customers.  But  right  here  the  rub  comes. 
To  meet  the  demands  of  country  correspondents  depletes 
the  reserves  of  the  banks  in  the  reserve  cities,  frequently 
reducing  them  below  the  limit  prescribed  by  law.  During 
the  last  two  years  in  each  report  of  the  Comptroller  of 
the  Currency  the  reserves  of  a  number  of  these  cities 
have  been  below  25  per  cent.  The  figures  are  as  follows : 
In  the  report  of  January  29,  1906,  seventeen  cities  were 
under  the  mark;  in  that  of  April  6,  1906,  twenty-one; 
in  that  of  June  18,  1906,  seventeen;  in  that  of  September 
4,  1906,  twenty-four;  in  that  of  November  12,  1906, 
twenty-one;  in  that  of  January  26,  1907,  twenty;  in  that 
of  May  20,  1907,  nineteen,  and  in  that  of  August  22, 
1907,  nineteen.  The  problem  before  the  coimtry  is  clearly 
revealed  by  these  facts.  It  is  the  reserve  cities  that  need 
the  aid  of  an  elastic  system  of  note  issues.  If  they  could 
supply  the  needs  of  their  country  correspondents  in  whole 
or  in  part  by  means  of  such  notes,  or  even  if  they  could 
in  this  way  supply  the  wants  of  their  local  customers, 
they  could  hold  on  to  their  legal  tender  money  and  even 
draw  into  their  reserves  a  portion  of  that  in  general  cir- 
culaton.  The  necessity  for  an  undue  contraction  of  their 
loans  would  thus  be  prevented. 

I  regret  that  the  committee  of  the  Bankers'  Association 
did  not  concentrate  its  attention  on  this  problem.  I  know 
that  its  members  felt  that  any  scheme  that  did  not  treat 
all  the  national  banks  alike  would  fail  to  command  the 
support  of  Congress  or  of  the  country  banks,  but  I  won- 
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der  if  the  experiences  through  which  we  have  just  passed 
and  are  still  passing  may  not  have  changed  the  views  of 
many  congressmen  and  bankers  regarding  this  matter. 
The  recent  large  increase  in  the  number  of  persons  who 
have  expressed  their  belief  that  a  national  bank  with  a 
monopoly  of  the  right  of  note  issues  is  the  correct  solu- 
tion of  this  question  would  seem  to  indicate  that  this  is 
the  case.  In  any  event,  would  it  not  be  better  to  work 
out  a  thoroughly  practical  plan  along  right  lines  and  then 
push  it  hard  and  continuously  until  Congress  yields  than 
to  give  support  to  a  plan  which  may  prejudice  rather  than 
advance  correct  measures  in  the  future? 

Isaac  A.  Loos:  I  should  like  to  ask  Professor  Scott 
whether  it  would  not  be  more  correct  to  describe  the 
refusal  of  solvent  banks  to  pay  checks  in  currency  during 
the  recent  stringency  as  extra  legal  rather  than  illegal? 
Of  course,  the  banks  themselves  knew  that  they  had  no 
warrant  in  law  for  that  practice.  And  again,  is  it  not 
overstating  the  case  to  argue  that  clearing  house  loan 
certificates  could  not  be  developed  into  an  emergency 
currency  because  these  instruments  have  hitherto  been 
used  only  as  an  exchange  mediimi  between  banks?  Is 
is  not  true  that  during  the  recent  panic,  in  many  of  the 
towns  of  the  Middle  West,  clearing  house  loan  certifi- 
cates were  issued  in  round  numbers  in  comparatively 
small  denominations  and  used  as  exchange  media  in  the 
ordinary  retail  trade  just  as  c^hier's  checks  were  so 
used?  I  know  this  was  actually  done,  for  example,  in  a 
number  of  Iowa  towns. 

Frank  L.  McVey:  Various  persons,  in  addition  to 
one  of  the  speakers  of  the  afternoon,  have  emphasized 
the  central  bank  as  the  essential  thing  necessary  to  solve 
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the  banking  problem  in  the  United  States.  The  argu- 
ment for  this  position  has  been  drawn  from  European 
experience,  overlooking  the  fundamental  differences  in 
extent  of  territory  and  financial  habits  of  the  people. 
The  development  of  banking  in  this  coimtry  has  been 
along  local  rather  than  the  centralized  lines  as  seen  in 
Europe.  Here  the  citizen  has  gone  into  banking  volun- 
tarily, forcing  in  time  the  state  to  regulate  his  business, 
while  abroad  the  state,  by  the  absence  of  systematic  bank- 
ing, established  a  central  bank  to  meet  the  needs  both  of 
the  government  and  the  people.  Another  difference  is  to 
be  noted  in  the  matter  of  deposits.  The  people  of  Europe 
have  never  been  depositors  to  the  degree  that  they  have 
in  America,  and  the  emphasis,  in  consequence,  has  been 
placed  upon  the  central  organization  that  could  supply  the 
demand  for  notes.  With  us  each  community  has  pro- 
vided its  own  bank,  developed  deposits,  and  carried  on 
its  business  in  an  increasing  measure  by  checks  and 
drafts,  giving  but  secondary  consideration  to  the  question 
of  notes. 

It  is  argued  that  the  difficulties  which  have  beset  us  in 
the  recent  financial  panics  are  directly  traceable  to  the 
absence  of  a  satisfactory  note  issue  system,  and  the  lack 
of  a  central  bank  in  which  reserves  could  be  deposited 
and  a  special  reserve  system  created  to  meet  the  bankers* 
demand  for  cash.  While  recognizing  the  weakness  of 
our  note  issue  system  and  the  breakdown  of  the  reserve 
scheme,  the  fact  of  the  matter  is  that  the  trouble  lies  a 
great  deal  deeper  than  is  evidenced  by  the  demand  for  a 
central  bank. 

The  banking  capital  of  the  United  States  has  been  and 
is  inadequate  for  the  amount  of  business  now  done  upon 
it.  No  other  business  attempts  to  do  as  large  a  percent- 
age of  business  upon  its  capital  as  the  majority  of  the 
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banks  have  been  doing  in  the  last  ten  years.  A  bank's 
capital  is  invested  in  money  and  quick  assets  easily  con- 
vertible into  money.  To  tie  these  assets  up  in  industrials 
and  collateral  which  is  not  readily  convertible  is  to 
threaten  the  stability  of  the  bank.  For  nearly  a  decade 
the  percentage  of  capital  to  volume  of  business  has 
steadily  declined.  Since  then  the  amount  of  business  has 
increased  by  leaps  and  bounds.  The  result  which  has 
followed  was  inevitable,  and  one  not  likely  to  be  mate- 
rially bettered  by  the   adoption  of  a  central  bank. 

The  simple  device  of  prohibiting  the  deposit  of  reserves 
at  interest  with  reserve  city  banks  would  keep  the  re- 
serves at  home  and  materially  better  the  depositor's 
chance  of  getting  his  money,  as  well  as  protect  the 
community  from  the  variances  in  the  fortunes  of  city 
banks. 

Whatever  may  be  said  of  a  central  bank  from  a 
banker's  point  of  view,  it  is  a  political  impossibility  in 
America.  The  fear  of  centralized  control  over  credit  and 
note  issue  are  so  abiding  that  the  party  which  champions 
such  a  measure  is  pretty  sure  to  go  down  to  defeat ;  but, 
moreover,  the  organization  of  such  an  institution,  with 
the  15,000  banks,  state  and  national,  would  hardly  meet 
the  problem  in  a  state  so  extensive  in  territory  and  so 
vast  in  commercial  enterprise.  The  organization  of  clear- 
ing" house  associations  as  legal  institutions  and  as  a  rec- 
ognized part  of  the  banking  system,  with  powers  to  issue 
notes  in  conformity  with  general  regulations,  would  meet 
the  conditions  of  the  problem,  while  the  prohibition  upon 
local  banks  to  deposit  any  part  of  their  15  per  cent. 
reserve  with  reserve  city  banks  would  mat^ally  reduce 
many  of  the  difficulties  now  associated  with  the  piling 
up  of  reserves  in  New  York  City.  Such  a  provision 
would  effect  some  of  the  speculative  business  now  financed 
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by  city  banks,  but  would  undoubtedly  give  a  firmer  tone 
to  the  whole  banking  business  in  America. 

It  is  not  to  be  understood  by  these  remarks  that  I 
regard  innovation  as  imnecessary,  but  I  do  not  have  any 
confidence  in  the  creation  of  a  central  bank  to  affect  ma- 
terially the  situation  so  long  as  we  have  a  bond-secured 
note  issue  and  the  piling  up  of  reserves  in  central  cities. 
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Round  Table  Discussion:   C.  B.  Fillebrown, 
Chairman. 

C.  B.  Fillebrown  :  I  feel  highly  honored  in  having 
been  called  to  the  chairmanship  of  a  Round  Table  of  the 
American  Economic  Association  for  the  discussion  of 
Agreements  in  Political  Economy,  a  topic  that  has  long 
appealed  to  me  as  of  the  very  greatest  interest  and 
importance. 

I  have  been  engaged  for  several  years  in  a  sort  of 
probationary  work,  known  to  many,  perhaps  to  most  of 
you — ^that  of  trying  to  elicit  from  economists  agreement 
upon  certain  definitions  and  statements  of  principles 
touching  land  value  and  land  taxation. 

Perhaps  the  best  illustration  I  can  give  of  the  plan  I 
have  in  mind  is  a  statement  of  the  present  fruits  of  this 
effort,  imperfectly  indicated  by  the  following  recorded 
canvass  of  opinions: 

Yis.     No. 
1902.    I.  Definition:  Ground  rent  is  what  land  is  worth 

for  use 13s  0 

1902.  2.  Definition:  Public  franchises  are  exclusive  free 
privileges  granted  to  one  or  several  persons 
incorporated,  and  from  which  the  mass  of 
citizens  are  excluded.  These  franchises  usu- 
ally pertain  to  land,  including,  as  they  do 
(to  use  the  language  of  the  New  York 
Legislative  Ford  Bill),  all  "rights,  authority 
or  permission  to  construct,  maintain  or  op- 
erate, in,  under,  above,  upon  or  through,  any 
streets,  highways,  or  public  places,  any 
mains,  pipes,  tanks,  conduits,  or  wires,  with 
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their  appurtenances,  for  conducting  water, 
steam,  heat,  light,  power,  gas,  oil,  or  other 
substance,  or  electricity  for  telegraphic,  tele- 
phonic or  other  purposes".  Hence  their 
classification,  by  the  above  act,  as  "land 
values"  may  be  confirmed  as  correct,  and 
their  annual  values  properly  classed  as 
ground  rent  103         25 

1902.    3.  A  tax  upon  ground  rent  is  a  direct  tax  and 

cannot  be  shifted 106         26 

1902.  4.  The  selling  value  of  land  is,  under  present 
conditions  in  most  American  states,  reduced 
by  the  capitalized  tax  that  is  laid  upon  it 105  17 

1902.  5.  Hence  the  selling  value  of  land  is,  to  the 
same  extent,  an  untaxed  value,  so  far  as  any 
purchaser,  subsequent  to  the  imposition  of 
the  tax,  is  concerned. 95         24 

1904.  6.  Definition:  Monopoly:  Control,,  absolute  or 
substantial,  temporary  or  permanent,  of  the 
supply  and  hence  of  the  price  of  any  com- 
modity or  service,  whether  maintained  (i) 
through  control  of  natural  resources,  (2) 
through  some  special  and  exclusive  right  or 
privilege  conferred  by  law,  (3)  through 
combination  or  concert  of  action,  or  (4)  by 
any  means  which  are  not  available  to  similar 
capital  and  skill  in  competitive  hands 86  3 

1904.  7.  It  would  be  sound  public  policy  to  make  the 
future  increase  in  ground  rent  a  subject  of 
special  taxation 77         10 

1906.    8.  The  selling  value  of  land  is  an  untaxed  value. 

(Illustration  No.  19) 59  2 

Returns  are  now  coming  in  upon  two  propo- 
sitions lately  submitted : 

1.  Ground  rent  is  a  social  product. 

2.  A  tax  upon  rent  cannot  be  shifted. 

The  concrete  suggestion  I  would  here  offer  is  that, 
with  the  work  already  done  for  a  nucleus,  the  same 
method  be  extended,  corrected,  improved,  and  adapted 
to  include,  as  experience  may  justify,  other  and,  finally, 
perhaps  all  points  of  economic  theory,  and  the  practical 
economic  rules  and  principles  to  be  deduced  from  them. 
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I  would  emphasize  the  great  importance  of  such  a  step 
as  a  means  to  seciu"ing  agreement  on  economic  principles, 
and  not  as  a  method  of  advancing  any  practical  program 
of  reform. 

Let  it  be  supposed,  for  instance,  that  the  Association 
itself  should  see  fit  to  adopt  a  resolution  somewhat  as 
follows : 

Whereas,  This  Association,  recognizing  the  value  of 
substantial  agreement  upon  the  largest  possible  number 
of  definitions  of  common  terms  and  of  economic  princi- 
ples, commends  effort  toward  the  establishment  and  gen- 
eral enlargement  of  such  agreement,  and  favors  response 
and  cooperation  from  the  members  of  the  Association, 
therefore 

Resolved,  That  the  President  is  authorized  to  appoint 
a  general  committee  of  not  more  than  twelve  members, 
upon  whose  recommendation  definitions  and  statements 
of  principles  may  be  submitted  to  the  full  membership  of 
the  Association  for  approval  and  criticism ;  the  progress 
of  such  agreement  to  constitute  an  available  subject  of 
annual  discussion  and  report  in  the  proceedings  of  the 
Association,  and  be  it  further  resolved  that  this  general 
committee  may  appoint  or  confirm  working  committees 
in  various  departments  to  conduct  the  necessary  corre- 
spondence and  report  partial  or  preliminary  agreements 
to  the  general  committee. 

An  incident  of  such  a  concerted  movement,  as  above 
outlined,  might  be  an  enthusiasm  equal  to  or  exceeding 
that  of  the  recent  Columbus  Conference  on  Taxation, 
an  interest  that  promises  to  be  permanent  and  increasing. 
Work  of  this  nature,  which  must  of  course  be  a  growth, 
might  afford  pleasure  as  well  as  profit,  and  might  readily 
enlist  the  interest  of  those  who  would  make  of  themselves 
centres  of  agitation  and  development  in  the  various  fields 
of  Capital,  Labor,  Rent,  Wages,  Interest,  Taxation,  Pop- 
ulation, Production,  Distribution,  etc.     If  such  a  race  is 
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worth  the  nmning,  what  more  appropriate  than  that  the 
American  Economic  Association  should  set  the  pace? 

It  is  not  expected  that  agreements  like  these  will  be 
new  discoveries,  but  simply  old  discoveries  brought  into 
stronger  light,  formulated  and  subjected  to  continuous 
correction  and  perfection,  through  reconciliation  of  dif- 
ferences, and  re-statement  of  old  agreements  to  conform 
to  the  latest  thought. 

Such  an  assembly  and  exposition  of  essential  prin- 
ciples can  but  be  of  inestimable  profit  to  the  student,  the 
teacher,  the  university  and  the  state,  compassing,  as  it 
must  eventually,  an  accepted  body  of  principles — ^prin- 
ciples that  may  be  taught  fearlessly  by  teachers  old  and 
yoimg,  experienced  or  inexperienced,  leading  or  led,  and 
with  a  confidence  and  satisfaction  akin  to  that  pervading 
the  domain  of  exact  science. 

On  the  relatively  solid  ground  of  such  accepted  doc- 
trine the  college  graduate  will  take  with  him  to  his  home 
and  into  the  concerns  of  life  something  that  will  be  to  him 
an  armor  and  a  weapon  always  at  hand — ^an  economic 
code  that  shall  be  as  a  hand-book  to  the  publicist,  poli- 
tician, and  statesman — ^that  shall  make  of  the  college  men 
in  Congress  and  L^slature  not  dreary  followers  of  a 
groping  public  sentiment,  or  the  confident  advocates  of 
exploded  economic  opinion,  but  instructors  and  leaders 
of  their  time. 

T.  N.  Cabver:  I  suppose  that  the  formation  of  the 
American  Economic  Association  comes  nearer  marking 
an  epoch  in  the  development  of  economic  science  in 
America  than  any  other  event.  But  if  the  plans  of 
Mr.  Fillebrown,  as  foreshadowed  in  the  resolution  which 
he  is  going  to  propose,  are  carried  out  successfully,  it 
will  be  an  event  second  in  importance  only  to  the  f orma- 


Digitized  by 


Google 


Agreements  in  Political  Economy — Discussion  121 

tion  of  this  Association.  Without  muttial  discussion 
and  criticism,  economics  as  a  science  could  not  make  much 
headway ;  hence  the  formation  of  this  association  was  of 
such  great  importance.  But  even  with  every  opporttmity 
for  discussion,  there  is  a  limit  to  the  progress  which 
can  be  made  if  the  different  men  can  not  come  to  an  un- 
derstanding upon  the  meaning  of  terms  and  elementary 
concepts. 

Again,  every  one  of  us  has  heard  it  remarked  literally 
htmdreds  of  times,  and  has  himself  remarked  dozens  of 
times,  that  the  chief  value  of  these  annual  meetings  is 
in  the  opportunities  which  they  give  us  to  meet  one 
another  and  to  talk  informally  in  the  corridors  and 
other  places,  rather  than  in  the  formal  discussions  on 
the  stated  program.  Now  this  scheme  of  continuous  cor- 
respondence, if  it  is  ably  and  tactfully  directed,  as  Mr. 
Fillebrown  has  been  directing  a  correspondence  upon  cer- 
tain favorite  topics  of  his  for  several  years,  would  merely 
continue  throughout  the  year  these  opportimities  which 
we  all  so  much  prize,  viz.,  the  opportunities  of  mutual 
discussion  and  criticism.  This  would  bear  about  the 
same  relation  to  the  formal  publications  of  books  and 
articles,  as  our  informal  talks  at  these  meetings  bear 
to  the  formal  discussions  on  the  stated  progframs.  There- 
fore I  hope  that  there  will  be  a  unanimous  vote  in  favor 
of  Mr.  Fillebrown's  resolution. 

Frank  A.  Fetter  :  I  heartily  approve  of  the  plan  as 
outlined  by  the  chairman,  but  wish  to  warn  against  pre- 
mature attempts  to  reach  agreements  on  subjects  where 
sufficient  fundamental  and  critical  work  has  not  yet  been 
done  by  individual  students.  In  the  case  of  a  number 
of  the  leading  terms  and  concepts  of  economics,  it  can 
hardly  be  doubted  that  the  analysis  has  not  yet  been 
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satisfactorily  made,  and  therefore  a  vote  upon  agree- 
ments could  have  only  the  harmful  effect  of  crystallizing 
Qpinion  into  wrong  forms.  An  important  ftmction  of 
such  a  committee  as  is  proposed  would  be  the  encourage- 
ment of  special  studies  preparatory  to  the  work  of  ar- 
riving at  agreements. 

Charles  Hillman  Brough  :  I  am  in  hearty  s)mipathy 
with  this  movement  to  secure  substantial  accord  with 
reference  to  fundamental  economic  concepts.  Unless 
we  reach  working  agreements  as  to  such  terms  as  labor, 
capital,  wealth,  income,  property,  trusts,  pools,  corpora- 
tions, franchises,  quasi-public  corporations,  economic 
rent,  socialism,  and  a  single  tax,  economic  writers  and 
political  theorists  will  sail  upon  the  vast  ocean  of  thought 
and  original  investigation  without  chart  and  compass. 
Although  economics  is  not  an  exact  science,  in  the  sense 
that  pure  mathematics  is,  axioms  and  fundamental  prop- 
ositions must  be  adopted  in  the  one  as  much  as  in  the 
other.  It  is  true  that  Arkansas  and  New  Jersey  do  not 
agree  in  their  present  conception  of  a  trust;  hence,  the 
wide  divergence  in  the  legislation  on  this  important  ques- 
tion in  the  two  States.  In  Arkansas  a  trust  is  defined 
by  the  King-Davis  Anti-Trust  Act  as  "any  combination 
organized  in  Arkansas  or  elsewhere  for  the  purpose  of 
fixing  prices  in  Arkansas  or  elsewhere",  while  New 
Jersey  adopts  the  more  comfortably  capitalistic  con- 
ception of  "any  combination  organized  elsewhere  than 
in  New  Jersey  for  the  purpose  of  fixing  prices  in  New 
Jersey".  Arkansas  holds  that  all  monopolies  are  evil 
per  se;  while  New  Jersey  believes  that  any  corporation 
that  pays  tribute  to  the  revenue  of  New  Jersey  is  essen- 
tially benevolent,  regardless  of  its  effects  on  the  people 
of  other  States.     Both  of  these  propositions  are  radical 
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and  leave  no  margin  for  a  difference  between  good  and 
evil  combinations,  between  those  that  do  not  water  stock, 
do  not  undersell  weaker  competitors  in  the  local  markets, 
and  receive  no  secret  concessions  or  discriminations,  and 
monopolies  which  owe  their  very  existence  and  strength 
to  the  use  of  these  unlawful  "clubs".  The  l^slators 
and  economists  in  the  different  States  and  in  the  United 
States  at  large  should  agree  on  the  fundamental  con- 
cepts; otherwise,  we  shall  have  "confusion  worse  con- 
founded." 

J.  H.  Hollander  :  The  immense  value  of  such  a  plan 
as  that  proposed  by  Mr.  Fillebrown  is  the  standardization 
of  concepts  and  terms.  It  by  no  means  follows  that 
agreements  such  as  are  therein  proposed  will  forthwith 
be  attained  among  economists,  but  there  will  at  least  be 
a  definite  understanding  as  to  precisely  what  each  term 
means,  and  economic  discussion  will  be  spared  the  inter- 
minable waste  of  time  and  effort  consumed  in  merely 
dialectical  debate.  No  small  part  of  the  slower  progress 
of  economic  science  as  compared  with  natural  science  is 
to  be  ascribed  to  the  looseness  and  inexactness  of  nomen- 
clature and  terminology.  It  is  unnecessary,  indeed  even 
undesirable,  at  this  stage,  that  such  attempted  standard- 
ization should  extend  to  controverted  principles.  The 
prime  need  is  the  purely  technical  advantage  growing 
out  of  the  use  of  one  term  at  all  times  to  express  one 
concept. 
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LATION 

RICHARD  T.  ELY. 

It  is  in  every  way  fitting  that  the  first  annual  meeting 
of  the  American  Association  for  Labor  Legislation 
should  be  held  in  connection  with  the  annual  meeting  of 
the  American  Economic  Association.  Steps  were  taken 
to  organize  the  American  Association  for  Labor  L^s- 
lation  at  the  Baltimore  meeting  of  the  American  Econo- 
mic Association^;  and  the  committee  appointed  at  that 
itme  to  effect  the  organization  consisted  of  members  of 
the  latter  association,  as  do  nearly  all  the  members  of  our 
Association.  Thus  the  old  Association  is  the  parent 
of  the  younger  in  a  direct  and  very  obvious  way.  But 
other  reasons  for  the  fitness  of  this  joint  meeting,  al- 
though they  lie  less  on  the  surface,  are  quite  as  important 

The  joint  meeting  with  the  American  body  which 
represents  the  science  of  economics  in  the  United  States 
at  once  suggests  a  connection  between  economic  theory 
and  labor  legislation.  As  a  matter  of  fact  when  the 
American  Economic  Association  was  organized  at  Sara- 
toga, on  the  9th  of  September,  1885,  the  Constitution 
embraced  a  Statement  of  Principles,  which  was  adopted 
as  not  in  any  sense  a  creed  but  "as  a  general  indi- 
cation of  the  views  and  the  purposes  of  those  who 
founded"  the  Association.  The  following  is  a  quotation 
from  this  "Statement  of  Principles" : 

"We  hold  that  the  conflict  of  labor  and  capital  has 

*In  1905. 
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brought  into  prominence  a  vast  number  of  social  prob- 
lems whose  solution  requires  the  united  efforts,  each  in  its 
own  sphere,  of  the  church,  of  the  state,  and  of  science." 

It  is  thus  stated,  in  effect,  that  the  labor  question,  or — 
more  accurately — ^the  many  labor  problems  of  our  time 
require  legislation,  and  it  is  obviously  implied  that  eco- 
nomic science  must  furnish  guidance  to  legislation.  This 
clearly  shows  that  in  1885  ^^  economists  of  the  country, 
generally  speaking,  assumed  no  attitude  of  antagonism 
to  labor  l^slation,  nor  have  the  professorial  and  profes- 
sional economists  of  this  country,  except  in  isolated  in- 
stances, assumed  any  attitude  of  antagonism  to  labor 
legislation  as  such  since  that  time.  The  Statement  of 
Principles  was  dropped  later  and  that  without  opposi- 
tion, because  even  those  who  proposed  and  especially 
favored  it  at  first,  felt  that  they  had  won  their  battle 
and  that  the  Statement  had  accomplished  its  purpose. 
While  there  was  some  opposition  to  the  American  Eco- 
nomic Association  based  on  general  groimds  which  can- 
not be  here  discussed,  and  while  there  was  some  oppo- 
sition in  the  press  and  on  the  part  of  a  few  economists 
to  the  position  taken  with  respect  to  labor  legislation, 
it  is  significant  that  no  opposition  to  the  formation  of 
the  American  Association  for  Labor  Legislation  made 
Itself  heard,  and  that  among  the  economists  who  took 
an  active  part  in  its  formation  were  men  who  would 
perhaps  generally  be  designated  as  "hard-headed" — 
whatever  that  may  mean — ^and  conservative.  Yet  ours 
is  an  association  the  very  title  of  which  assumes  the 
necessity  and  desirability  of  labor  l^slation.  While 
it  is  true  that  the  economists  of  1885  were  in  favor  of 
"wise  and  sane"  labor  legislation,  a  perusal  of  the  pub- 
lished utterances  of  1885  with  reference  to  the  American 
Economic  Association  shows  that  since  that  time  a  sur- 
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prising  change  of  public  opinion  has  taken  place,  and  in 
my  own  opinion,  this  change  is  an  evidence  of  the  influ- 
ence the  economists  have  exerted — ^an  influence  the  mag- 
nitude of  which  furthermore  in  my  own  opinion — for  I 
do  not  assume  to  speak  for  anyone  else — ^the  economists 
themselves  frequently  do  not  fully  appreciate. 

But  what  has  been  the  position  of  economic  theory  in 
the  past  with  regard  to  labor  l^islation?  Has  it  been, 
as  popularly  supposed,  hostile  to  such  legislation?  Or 
has  it  been  as  hostile  as  popularly  supposed?  Mani- 
festly, it  is  quite  out  of  the  question  now  and  here  to 
enter  exhaustively  into  this  chapter  in  the  history  of 
economic  thought,  but  the  general  drift  of  economic 
theory  may  be  briefly  indicated. 

The  economists  of  the  latter  half  of  the  i8th  century 
who  founded  modem  political  economy  as  a  distinct  and 
separate  branch  of  knowledge,  Quesnay  and  his  asso- 
ciates, Adam  Smith  and  his  associates,  were  opposed  to 
what  is  called  legislative  interference  in  the  realm  of 
the  economic  life.  And  they  opposed,  generally  speak- 
ing, labor  legislation.  They  favored,  as  we  all  know,  a 
passive  policy  of  government  and  used  as  a  maxim 
laissez-faire.  But  how  often  does  the  same  phrase,  term, 
or  watchword  mean  one  thing  in  one  stage  of  evolution 
and  quite  the  opposite  in  a  later !  We  must  not  at  once, 
then,  jump  to  the  conclusion  that  we  have  to  do  in  the 
case  of  these  men  with  any  antagonism  to  the  interests 
of  labor.  In  fact,  these  men  were  such  warm-hearted 
humanitarians,  that  they  would  perhaps  scarcely  rank 
among  the  "hard-headed"  economists.  One  has  only 
to  read  their  lives  and  to  follow  closely  their  writings 
to  become  entirely  convinced  that  they  had,  in  high  de- 
gree even,  what  is  now  called  "the  enthusiasm  of  hu- 
manity", and  were  animated  with  a  passionate  desire  for 
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improvement  in  human  aflFairs  and  particularly  for  the 
uplift  of  the  lower  orders. 

The  eighteenth  century  economic  philosophy  was,  how- 
ever, as  we  all  know,  based  on  a  now  discredited  and 
discarded  belief  in  a  beneficent  code  of  nature,  ruling  the 
economic  life  as  all  other  social  life  spheres,  and  which,  if 
not  interfered  with,  would  bring  to  all  classes  and  es- 
pecially the  workers,  the  maximum  amount  of  economic 
well-being.  But  in  addition  to  this  general  view,  we  have 
as  an  explanation  of  their  position  the  multitude  of  re- 
strictions, and  old-established  monopolies  and  special 
privileges  which  oppressed  the  manual  toiler  and  to  the 
removal  of  which  they  directed  their  attention.  It  is 
noteworthy  that  Turgot,  notwithstanding  his  general 
negative  economic  philosophy,  favored  a  system  of  public 
education  which  France  did  not  achieve  for  a  hundred 
years,  and  which  a  modem  economist  has  said  reminds 
one  of  socialist  demands,  while  Adam  Smith,  in  de- 
nouncing labor  laws,  said  if  a  labor  law  chanced  to  be 
in  the  interest  of  labor  it  was  sure  to  be  a  just  law. 
How  different  is  the  position  of  a  man,  who,  in  denoimc- 
ing  labor  laws,  has  in  mind  laws  oppressive  to  labor,  from 
the  position  of  a  man  a  century  later  who,  in  denoimcing 
labor  legislation,  has  in  mind  laws  passed  in  the  interest 
of  labor  !^ 


'That  we  must  always  bear  in  mind  the  circumstances  of  time 
and  place  when  we  discuss  economic  theory  and  its  relations  to 
social  interests  in  general  and  to  labor  in  particular,  is  strikingly 
shown  in  the  designation  "Liberal  School  of  Political  Economy"  in 
the  history  of  economic  thought.  This  designation  is  frequently 
applied  to  Adam  Smith  and  his  followers,  the  classical  economists  in 
England,  and  their  adherents  elsewhere.  Thus  Eisenhart  entitles  the 
second  book  of  his  Geschichte  der  Nationaldkonomik  "Critical- 
Liberal  Individualistic  Period"  {Kritisch-liherale,  indivtdualistische 
Periode).  In  this  connection  the  word  "liberal"  now  carries  with  it 
the  implication  of  an  extreme  conservatism,  yet  at  one  time  "liberal 
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When  it  comes  to  the  evils  of  monopoly,  the  words  of 
Adam  Smith  would,  I  fear,  if  repeated  as  original  utter- 
ances by  economists  of  our  own  day,  be  denounced  by 
some  newspaper  writers  as  demagoguery.  "Malignant 
and  invidious,"  "malignant  and  mean"  are  epithets  which 
he  used  in  describing  the  monopolistic  policy  pursued  by 
his  own  country  with  reference  to  a  powerful  company, 
namely,  the  East  India  Company. 

It  would  be  interesting  to  go  into  the  theories  of 
distribution  of  the  writers  we  are  now  discussing  and 
to  examine  them  with  reference  to  the  possibilities  of 
labor  legislation,  but  the  time  is  too  brief.  It  may, 
however,  safely  be  said  that  while  Turgot's  theory  of 
wages  does  not  leave  a  very  wide  margin  for  an  in- 
crease of  the  remuneration  of  labor,  there  is  nothing  in 
these  theories  which,  if  true,  would  necessarily  preclude 
a  substantial  improvement  in  the  position  of  the  wage- 
earner. 

The  development  of  classical  political  economy  in  Eng- 
land, in  the  first  half  of  the  19th  century,  marks  an  epoch 
in  the  history  of  economic  theory  in  its  relation  to  labor 
legislation.  Two  theories  were  brought  forward,  ela- 
borated and  emphasized  so  strongly  as  to  enter  into 
popular  consciousness  and  to  become  part  and  parcel  of 
the  working  capital  of  powerful  groups  of  newspaper 
writers,  publicists,  and  legislators;  and  these  two  doc- 
trines were  used  against  trade-union  policies  and  legisla- 
tion alike.  Every  economist  at  once  knows  that  I  refer 
to  the  theory  of  population  associated  with  the  name  of 


school  doctrines"  were  really  liberal.    They  became  conservative  by 
changes  in  the  evolution  of  economic  society. 

It  is  interesting  to  notice  a  similar  change  in  the  term  'liberal"  as 
applied  to  a  very  conservative  political  party  in  Germany,  so  that 
the  term  "liberal"  in  that  country  at  least  has  very  often  come  to 
carry  with  it  the  idea  of  an  excess  of  conservatisnL 
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Malthus  and  to  the  wages-fund  theory.  While  the  wages- 
fund  theory,  as  found  in  most  writers,  was  more  or  less 
vague  and  frequently  indistinct  in  its  outlines  and  even, 
I  think  we  may  say,  elusive,  it  was  gradually  elaborated 
in  the  development  of  economic  thought  and  became 
something  very  real,  very  definite,  tangible,  in  the  writ- 
ings of  popularizers,  and  it  was  thus  an  effective  weapon 
in  the  hands  of  opponents  of  protective  labor  legislation. 
As  Professor  Taussig  has  shown  in  his  history  of  the 
theory,*  the  g^eat  economists  generally  did  not  hold  this 
doctrine  in  such  form  as  necessarily  to  preclude  on  their 
part  legislative  efforts  to  improve  the  lot  of  the  wage- 
earner;  it  did  receive  in  many  places  in  Mill's  Political 
Economy  2l  precise  form  and  was  so  stated  by  him  that  its 
natural  tendencies  were  antagonistic  to  the  Factory  Acts. 
Undoubtedly,  it  is  likewise  true  that  Mill  gave  the  most 
clear-cut  formulation  of  it  when  he  renounced  it;  but 
this  very  renunciation  showed  its  possible  popular  uses. 
Malthus  demonstrated,  as  he  thought,  the  existence  of 
a  powerful  force  immanent  in  mankind,  the  working  of 
which  tended  to  increase  population  beyond  the  means  of 
subsistence;  and  he  maintained  that  the  operation  of 
checks  to  the  growth  of  population  kept  some  kind  of 
equilibrium  between  food  supply  and  mouths  clamoring 
for  food.  Misery,  vice,  war,  pestilence,  famine,  and  the 
like  constituted  the  one  class  of  checks;  prudential  re- 
straints of  a  variety  of  kinds  constituted  the  other  class 
of  checks.  Every  measure  had  then  to  be  examined  with 
reference  to  its  effect  on  the  growth  of  population;  and 
if  labor  legislation  rendered  the  lot  of  the  laborer  more 
desirable  for  the  time  being,  but  increased  population, 
there  was  always  danger,  so  it  was  claimed,  that  the  total 
final  effect  would  be  simply  a  larger  population — ^but,  by 


■  Part  II  of  his  Wages  and  Capital 
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reason  of  the  pressure  on  the  means  of  subsistence,  not 
a  more  prosperous  population.  How  easily  this  could 
lend  itself  to  "the  special  pleaders  of  capital"- — ^if  we  may 
employ  this  expression — is  readily  apparent.  Easy  in- 
deed was  it  for  the  penny-a-liner  to  rail  at  the  humani- 
tarian. Let  the  people  exercise  self-control  in  the  matter 
of  marriage  and,  by  establishing  a  better  proportion 
between  the  means  of  subsistence  and  mouths  to  be  fed, 
improve  their  own  lot !  Or  why  adopt  measures,  tempor- 
arily benefiting  the  wage-earner,  but  eventually  pulling 
all  classes  down  to  his  dead  level? 

But  the  adverse  influence  of  the  Malthusian  theory  of 
population  upon  labor  legislation  made  itself  felt  in  the 
minds  and  utterances  of  those  who  were  warm  humani- 
tarians and  who  were  among  the  truest  friends  of  labor 
of  the  nineteenth  century.  Apprehension  of  the  dire 
possible  effects  upon  the  growth  of  population  of  appar- 
ently beneficial  labor  legislation  always  cast  a  shadow 
over  the  generally  hopeful  anticipations  of  John  Stuart 
Mill.  If  the  check  to  population  were  weakened  by 
measures,  otherwise  seemingly  beneficent,  the  ultimate 
result  according  to  Mill  would  be  that  it  would  remove 
"everything  which  places  mankind  above  a  nest  of  ants 
or  a  colony  of  beavers".*  Mill  would  have  been  ready 
enough — as  he  tells  us  in  the  same  chapter  of  his  Political 
Economy  from  which  I  have  just  quoted — ^to  favor  even 
such  a  measure  as  a  legally  established  minimum  of 
'  wages,  had  he  not  feared  that  as  a  result  we  should  have 
overpopulation. 

The  wages-fund  theory  supplemented  the  theory  of 
population  so  completely  as  to  convey  to  many  minds  a 
clear  conviction  of  the  futility  of  all  labor  legislation.  A 
certain  fund  of  capital  was  set  aside  for  the  payment  of 

*  Political  Economy,  Book  II,  Ch.  XII,  Sec  2,  p.  220,  People's  Ed. 
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wages,  this  was  distributed  among  the  existing  laboring 
population  in  any  event,  and  the  only  way  in  which  sub- 
stantial improvement  in  the  lot  of  the  wage-earner  could 
take  place  was  to  increase  the  wages-fund  relatively  to 
the  laboring  population.  What  room  was  there  then  for 
legislation?  If  wages  were  raised  by  law  or  public  opin- 
ion without  a  change  in  this  proportion,  the  result  must 
be  to  favor  a  group  of  laborers  at  the  expense  of  other 
laborers.  To  quote  Mill  again:  "Since,  therefore,  the 
rate  of  wages  which  results  from  competition  distributes 
the  whole  wages-fund  among  the  whole  laboring  popu- 
lation, if  law  or  opinion  succeeds  in  fixing  wages  above 
this  rate,  some  laborers  are  kept  out  of  employment.'**^ 
Cairnes  examines  the  obstacles  to  improvement  found 
in  these  theories  of  wages  and  capital  and  in  the  law  of 
rent,  and  concludes  that  only  by  a  change  to  cooperation, 
adding  profits  to  wages,  can  any  substantial  improvement 
in  the  lot  of  the  toiling  masses  be  secured.  It  is  worth 
while  to  quote  from  him  at  some  length,  for  we  are  in 
danger  of  forgetting  the  extent  to  which  in  their  ten- 
dencies the  teachings  of  even  the  leaders  of  economic 
thought  were  opposed  to  combination  and  labor  legisla- 
tion. The  following  is  quoted  from  Cairnes'  Leading 
Principles: 

*Tt  appears  to  me  that  the  condition  of  any  substantial 
improvement  of  a  permanent  kind  in  the  labourer's  lot 
is  that  the  separation  of  industrial  classes  into  labourers 
and  capitalists  which  now  prevails  shall  not  be  main- 
tained; that  the  labourer  shall  cease  to  be  a  mere  la- 
bourer— in  a  word,  that  profits  shall  be  brought  to  rein- 
force the  wages-fund.  I  have  shown  that,  in  order  to 
any  improvement  at  all  of  a  permanent  kind,  a  restraint 
must  be  enforced  on  population  which  shall  prevent  the 

•  Mill :  Political  Economy,  Book  II,  Ch.  XII,  Sec  i,  p.  219,  Peo- 
ple's Ed. 
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increased  demands  for  subsistence  from  neutralizing  the 
gains  arising  from  industrial  progress;  and  that  even  a 
very  great  change  in  this  respect  in  the  habits  of  the 
people — a  change  far  greater  than  there  are  any  good 
reasons  for  anticipating — ^would  still  leave  them,  while 
they  remain  mere  labourers,  in  a  ppsition  not  very  mate- 
rially better  than  at  present.  But  the  significance  of 
these  considerations  becomes  much  enhanced  when  they 
are  connected  with  another  doctrine  established  in  a  for- 
mer chapter  of  this  work.  It  was  there  shown,  that,  in 
the  order  of  economic  development,  the  wages-fund  of 
a  country  grows  more  slowly  than  its  general  capital. 
Now  the  wages-fund  of  a  country  represents  the  means 
of  the  labouring  classes  as  a  whole ;  the  general  capital,  the 
means  of  those  who  live  upon  profit — ^we  may  say  broadly 
of  the  richer  classes.  It  appears,  therefore,  that  the  fund 
available  for  those  who  live  by  labour  tends,  in  the  pro- 
gress of  society,  while  growing  actually  larger,  to  become 
a  constantly  smaller  fraction  of  the  entire  national  wealth. 
If,  then,  the  means  of  any  one  class  of  society  are  to  be 
permanently  linriited  to  this  fund,  it  is  evident,  assuming 
that  the  progress  of  its  members  keeps  pace  with  that  of 
other  classes,  that  its  material  condition  in  relation  to 
theirs  cannot  but  decline.  Now,  as  it  would  be  futile  to 
expect  on  the  part  of  the  poorest  and  most  ignorant  of 
the  population  self-denial  and  prudence  greater  than  that 
actually  practised  by  the  classes  above  them,  the  circimi- 
stances  of  whose  life  are  so  much  more  favourable  than 
theirs  for  the  cultivation  of  these  virtues,  the  conclusion 
to  which  I  am  brought  is  this,  that,  unequal  as  is  the 
distribution  of  wealth  already  in  this  country,  the  ten- 
dency of  industrial  progress — on  the  supposition  that  the 
present  separation  between  industrial  classes  is  main- 
tained^— is  towards  an  inequality  greater  still.  The  rich 
will  be  growing  richer;  and  the  poor,  at  least  relatively, 
poorer.  It  seems  to  me,' apart  altogether  from  the  (ques- 
tion of  the  labourer's  interest,  that  these  are  not  condi- 
tions which  furnish  a  solid  basis  for  a  progressive  social 
state;  but,  having  regard  to  that  interest,  I  think  the 
considerations  adduced  show  that  the  first  and  indispens- 
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able  step  towards  any  serious  amendment  of  the  labourer's 
lot  is  that  he  should  be,  in  one  way  or  other,  lifted  out 
of  the  groove  in  which  he  at  present  works,  and  placed 
in  a  position  compatible  with  his  becoming  a  sharer  in 
equal  proportion  with  others  in  the  general  advantages 
arising  from  industrial  progress."® 

These  doctrines  are  familiar  to  every  economic  thinker. 
I  cannot  here  trace  their  development,  as  this  is  too  long 
a  chapter  in  the  history  of  economic  thought. 

I  should  like,  were  there  time,  to  speak  about  the 
wages-fund  theory  as  it  was  modified  by  Cairnes,  who 
attempted  to  rescue  it,  but  succeeded  in  leaving  little 
meaning  to  it.  I  should  be  glad  also  if  there  were  time 
to  speak  about  the  able  treatment  of  the  wages-fund 
theory  by  a  former  president  of  the  American  Economic 
Association,  namely,  Professor  Taussig,  who,  while  see- 
ing a  large  amount  of  truth  in  the  wages-fund  theory, 
finds  sufficient  elasticity  in  the  possible  amount  of  wealth 
which  may  be  used  for  wages  to  provide  for  substantial 
improvement  either  by  trade  union  action  or  legislation. 
It  would  be  especially  gratifying  to  me  to  discuss  the 
theory  of  wages  of  the  first  president  of  the  American 
Economic  Association,  the  late  General  Francis  A. 
Walker.  His  residual  claimant  theory  of  wages  stands 
in  no  opposition  to  labor  legislation.  He  himself  ex- 
pressly affirmed  the  need  of  positive,  resolute  action  on 
the  part  of  wage-earners  to  enable  them  to  secure  the 
full  competitive  wage.  Another  former  president  of  the 
Association,  namely.  Professor  J.  B.  Qark,  has  advanced 
the  productivity  theory,  which  is  being  so  much  debated 
at  the  present  time,  and  this  theory  also,  if  true,  does  not 
preclude  the  possibility  of  substantial  improvement  on 
the  part  of  the  wage-earner  by  legislation.    There  is,  in 

•  Cairns :  Leading  Principles  of  Political  Economy,  pp.  339-40. 
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short,  no  theory  of  wages  now  widely  accepted  by  econo- 
mists in  this  and  other  lands  which  in  itself  need  produce 
opposition  to  labor  legfislation. 

The  theory  of  population  has  not  been  treated  with 
such  exhaustiveness  and  thoroughness  by  recent  econo- 
mists as  has  the  theory  of  wages.  In  fact,  in  recent  liter- 
ature this  theory  has  been,  relatively  speaking,  neglected 
by  economists.  It  is,  however,  generally  admitted  that 
there  are  forces  restricting  undue  growth  of  population, 
acting  with  an  ease  and  readiness  little  dreamed  of  by 
Malthus.  Consequently,  while  the  modem  economist 
would  probably  say  that  the  theory  of  population  cannot 
be  wholly  neglected  in  the  discussion  of  labor  legislation, 
and  while  he  would  say  that  on  account  of  the  possible 
growth  of  population  it  is  necessary  to  be  prudent  and 
careful,  it  would  be  difficult  to  quote  any  considerable 
weighty  body  of  modem  economic  opinion  against  "wise 
and  sane"  labor  legislation. 

Two  or  three  things  should  be  very  clearly  and  defi- 
nitely stated  in  any  discussion  of  the  attitude  of  the  early 
economists  with  respect  to  trade  unions  as  well  as  with 
respect  to  labor  legislation.  One  is  that  no  great  econo- 
mists ever  approached  the  subject  with  the  thought  of 
strengthening  capital  at  the  expense  of  labor.  I  believe 
it  can  be  successfully  maintained  that  every  one  of  the 
really  great  economists,  without  exception,  has  had  it  in 
mind  to  raise  wages  rather  than  profits  whenever  it  was 
necessary  to  make  a  choice  between  the  two.  Professor 
Alfred  Marshall,  in  the  very  opening  chapter  of  his 
Principles  of  Economics,  says  that  it  is  "the  hope  that 
poverty  and  ignorance  may  gradually  be  extinguished 
.  .  .  which  gives  to  economic  studies  their  chief  and 
their  highest  interest".''     William  Nassau  Senior,  who 

^Bookl,  Ch.  II,  Sec.  2. 
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perhaps  has  sometimes  been  regarded  as  peculiarly  hard- 
hearted and  hard-headed,  states,  at  the  age  of  five  and 
twenty,  he  "determined  to  reform  the  condition  of  the 
poor  in  England".  Malthus  clearly  desired  the  elevation 
of  the  wage-earner,  and,  while  on  the  whole  his  views 
were  pessimistic  in  their  tendencies,  he  believed  that  a 
full  knowledge  of  the  truth  would  result  in  improving 
the  lot  of  the  wage-earner.  Ricardo  had  so  much  sym- 
pathy with  the  "submerged  tenth"  as  to  maintain  at  his 
own  expense  two  almshouses.®  John  Stuart  Mill  was 
ready  enough  to  sacrifice  the  interests  of  wealth  to  the 
laboring  population  if  he  could  only  be  convinced  that 
thereby  the  condition  of  the  masses  would  be  really 
improved. 

Another  thing  that  needs  to  be  borne  in  mind  is  that 
we  must  draw  a  sharp  line  between  the  teachings  of  the 
great  economists  and  the  teachings  of  the  smaller  men 
who  followed  after  them,  and  who,  pushing  things  to 
apparently  logical  conclusions,  omitted  necessary  qualifi- 
cation, and  exaggerated  greatly  their  errors.  We  have 
to  do  here  with  "epigones" — if  we  may  borrow  the  term 
familiar  in  German  economic  literature. 

And  then  we  come  to  those  who  cannot  be  strictly 
called  economists  at  all,  but  who  have  attempted  to  utilize 
the  teachings  of  the  economists  for  their  own  purposes. 
Here  we  have  a  still  wider  departure  from  the  teachings 
of  the  masters. 

But,  while  the  great  economists  have  been  true  humani- 
tarians— ^and  there  certainly  were  very  few,  if  any,  ex- 
ceptions—  they  have  been  often  enough  dogmatic,  and 

■In  the  Preface  to  his  Treatise  on  the  Circumstances  which 
Determine  the  Rate  of  Wages,  J.  R.  McCuHoch  says,  with  apparent 
sincerity,  that  the  wish  to  contribute  to  the  improvement  of  the 
laboring  classes  in  England  alone  led  him  to  publish  his  work. 
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their  dogmatism  has  been  exaggerated  by  the  small  men 
of  whom  I  have  spoken.  Those  who  have  opposed  the 
real  or  supposed  teachings  of  orthodox  economists  have 
been  called  by  all  sorts  of  epithets,  such  as  socialists, 
anarchists,  muddle-headed,  etc.  So  the  late  Amos  G. 
Warner  met  with  a  good  deal  of  sympathy,  when  in  his 
classical  American  Charities  he  said,  "from  1850  to  1880 
Cromwell's  exhortation  to  the  theologians  of  his  time 
might  properly  have  been  addressed  to  the  English  econo- 
mists :  *In  the  bowels  of  the  Lord,  I  beseech  you,  breth- 
ren, to  consider  it  possible  that  you  may  be  mistaken!' 
Indeed,  equivalent  exhortations  were  addressed  to  them, 
but  without  effect".® 

Many  quotations  could  be  given  showing  the  dog^mat- 
ism  of  the  classical  economists;  and  even  those  most 
appreciative  of  their  services  cannot  deny  that  in  this 
particular  they  were  guilty  of  gross  error,  which  has 
reacted  seriously  to  the  impairment  of  their  influence. 
They  did  indeed  discover  a  great  deal  of  truth  of  deep- 
reaching  and  far-extending  importance;  but  they  little 
appreciated  how  much  they  had  left  their  successors  to  do. 

One  fundamental  error  lay  in  identifying  social  laws 
with  the  unchangeable  laws  of  external  physical  nature. 
Ideas  of  evolution  and  relativity  had  not  then  entered 
into  the  consciousness  even  of  the  greatest  English  econo- 
mists. The  theory  of  population  and  the  wages-fund 
theory  were  nature's  laws  against  which  ignorant  and 
presumptuous  mortals  set  themselves  in  vain  in  trade 
union  and  labor  legislation.  Notice  this,  furthermore: 
the  opponents  of  trade-unionism  and  labor  legislation 
alike,  use  God  and  divine  and  Nature  and  natural  inter- 
changeably, while  artificial  in  the  sense  of  unnatural 
would  be  the  term  used  of  any  increase  of  wages  for  the 

•P.  20. 
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time  being  brought  about  by  legislation  or  trade-union- 
ism.   James  Stirling,  in  his  pamphlet  on  Trades  Unions, 
says  that  these  organizations  injure*  labor  whether  they 
fail  in  securing  at  once  higher  wages  or  whether  they 
succeed  in  securing  a  "seeming  success" ;  and  he  says  that 
in  this  case  the  ultimate  result  is  even  worse.    He  tells 
us  the  natural  limits  to  wages  are  set  by  the  laws  gov- 
erning the  increase  of  population  and  the  increase  of 
capital,  and  we  are  assured  that  "the  presumptuous  mor- 
tal, who  dares  to  set  his  selfish  will  against  divine  ordi- 
nances, brings  on  his  head  inevitable  retribution;   his 
momentary  prosperity  disappears,  and  he  pays,  in  pro- 
longed suffering,  the  penalty  of  his  suicidal  success".^^ 
It  may  be  said  that  Stirling  is  a  mere  epigone,  but  it 
cannot  be  successfully  maintained  that  he  lacked  support 
on  the  part  of  leaders  of  thought,  for  we  find  the  careful 
Caimes,  after  discoursing  on  the  barriers  to  wages  found 
in  the  wages-fund,  the  growth  of  population,  and  the  law 
of  rent,  saying,  "Against  these  barriers  trades  unions 
must  dash  themselves  in  vain.    They  are  not  to  be  broken 
through  or  eluded  by  any  combinations,  however  uni- 
versal ;  for  they  are  the  barriers  set  by  Nature  herself".*^ 
Caimes,  to  be  sure,  speaks  of  trades  unions  here,  but 
obviously  his  argument  would  hold  against  labor  legis- 
lation. 

Another  doctrine  naturally  making  against  labor  l^s- 
lation  was  the  theory  of  a  minimum  profit,  taught  by 
John  Stuart  Mill.  Any  action  harmful  to  capital  by 
restricting  its  accumulation  could  only  result  in  the  at- 
tainment of  this  minimum  with  a  smaller  amount  of  cap- 
ital than  would  otherwise  come  into  existence. 

It  cannot  be  denied,  then,  that  the  four  doctrines  con- 


-P.  36. 

"  Caimes :  Some  Leading  Principles  of  Political  Economy,  p.  338. 
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sidered,  viz.,  the  Malthusian  theory  of  population,  the 
wages-fund  theory,  the  Ricardian  theory  of  rent,  and 
Mill's  theory  of  a  minimum  of  profits,  constituting  the 
framework  of  accepted  economic  theory,  hemmed  in  and 
limited  very  effectively  the  hope  of  improvement  by  labor 
legislation.  And,  as  to  the  force  that  these  theories  have 
had,  there  can  be  no  doubt  on  the  part  of  those  who  have 
endeavored  to  secure  labor  legislation ;  nor  has  this  force 
even  as  yet  spent  itself.  The  press,  the  legislative  bodies 
of  our  day,  and  the  judiciary,  all  alike  reveal  its  existence. 

But  it  is  to  be  noticed  that  men  are  often  better  than 
their  thories.  McCulloch,  an  adherent  of  the  classical 
school  who  ranks  among  the  epigones,  was  one  of  the 
comparatively  few  economists  to  encourage  and  help  the 
seventh  Earl  of  Shaftesbury  in  securing  the  factory  leg- 
islation of  England ;  and  late  in  life  Senior  saw  the  error 
of  his  opposition  to  labor  legislation. 

Nevertheless,  the  Earl  of  Shaftesbury,  while  acknowl- 
edging gratefully  the  encouragement  that  he  received 
from  McCulloch,  mentions  particularly  the  fact  that  he 
received  very  little  support  from  economists  generally, 
while  the  leaders  of  the  so-called  Manchester  School, 
Cobden  and  Bright,  doubtless  epigones  rather  than  lead- 
ers, were  among  his  opponents.  He  says :  "Bright  was 
ever  my  most  malignant  opponent.  Cobden,  though  bit- 
terly hostile,  was  better  than  Bright.  He  abstained  from 
opposition  on  the  Collieries  Bill,  and  gave  positive  sup- 
port on  the  Calico  Print-works  Bill.'*^^ 

His  biographer,  Mr.  Edwin  Hodder,  says  that  his  chief 
opponents  "belonged  to  that  party  which  appeared  to  look 
for  a  social  millennium,  to  be  brought  about  by  the  rigid 
application  of  the  dogmas  of  political  economy,  and  who 

"Hodder:  Life  and  Work  of  the  Seventh  Earl  of  Shaftsbury, 
Ed.  1886,  VoL  II,  p.  210. 
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considered  that  he  was  endeavoring  to  limit  freedom  of 
contract,  and  in  other  ways  unduly  to  interfere  between 
capital  and  labour.  Miss  Harriet  Martineau  may  be 
quoted  as  the  exponent  of  the  views  of  this  party".** 

Even  McCulloch  was  not  willing  to  interfere  between 
adults  and  masters,  although  he  said  it  was  "absurd  to 
contend  that  children  have  the  power  to  judge  for  them- 
selves as  to  such  a  matter".** 

The  political  economists  in  many  instances  changed 
their  views  later;  for  example,  both  Harriet  Martineau 
and  Senior.  But  we  clearly  see  that  economic  theory 
restrained  them  from  taking  that  action  which  would 
have  been  dictated  by  their  sympathies  and  which,  indeed, 
science  itself  has  subsequently  come  to  approve. 

The  economic  grounds  for  labor  legislation  are  re- 
vealed best  when  the  subject  is  approached  from  the 
viewpoint  of  contract  or  the  economic  bargain,  consid- 
ered particularly  in  its  legal  aspect  and  with  respect  to 
imderlying  economic  causes. 

Contract  is  static,  not  dynamic.  Through  contract  the 
actually  existing  economic  forces  manifest  themselves 
with  all  their  inequalities  and  injustices.  When  economic 
forces  make  possible  oppression  and  deprivation  of  lib- 
erty, oppression  and  deprivation  of  liberty  express  them- 
selves in  contract.  Whenever  modem  slavery  or  a  near 
approach  to  modem  slavery  exists,  it  assumes  almost 
invariably  the  form  of  voluntary  contract.  One  may  take 
up  peonage  in  this  country  and  slavery  in  Africa  and  dis- 
cover reg^arly  contract  forms  existing  as  the  legal  bonds 
of  involuntary  servitude.  It  is  the  form  of  freedom 
clothing  slavery.  As  contract  is  static,  progress  must 
consist  at  every  step  in  the  regulation  and  control  of  con- 

»/</.,  VoL  I,  p.  517. 
*•/</.,  VoL  I,  p.  157. 
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tract.  Such  has  been  the  case  everywhere,  and  in  England 
in  particular,  but  in  the  civilized  world  at  large  an  im- 
pressive history  of  social  progress  can  be  written  showing 
how  at  every  step  it  has  restricted  contract  rights  and 
invaded  so-called  free  contract.  But  notice  that  it  is  only 
the  form  of  freedom  which  has  been  violated.  The  pur- 
pose has  always  been  a  larger  freedom ;  a  true  construc- 
tive freedom  as  an  opportunity  for  the  expression  of 
powers  and  a  sphere  of  activity. 

The  employer  in  past  times  thought  his  liberty  invaded 
when  he  could  not  contract  for  an  unlimited  number  of 
hours'  work  for  children  of  any  age.  Laws  forbidding 
this  liberty  and  establishing  schools  with  compulsory  edu- 
cation, when  well  enforced,  free  children  from  oppression 
and  afford  them  opportunity  to  develop  their  powers,  to 
acquire  property,  and  to  make  contracts  later  in  life ;  con- 
tracts through  which  more  nearly  balanced  economic 
forces  express  themselves.  The  case  which  is  generally 
admitted  with  respect  to  children  was  well  stated  by  John 
Stuart  Mill  in  his  Political  Economy  sixty  years  ago  in 
these  words:  "It  is  right  that  children,  and  young  per- 
sons not  yet  arrived  at  maturity,  should  be  protected,  so 
far  as  the  eye  and  hand  of  the  state  can  reach,  from  being 
over-worked.  Labouring  for  too  many  hours  in  the  day, 
or  on  work  beyond  their  strength,  should  not  be  per- 
mitted to  them,  for  if  permitted  it  may  always  be  com- 
pelled. Freedom  of  contract,  in  the  case  of  children,  is 
but  another  word  for  freedom  of  coercion.  Education 
also,  the  best  which  circumstances  admit  of  their  receiv- 
ing, is  not  a  thing  which  parents  or  relatives,  from  indif- 
ference, jealousy,  or  avarice,  should  have  it  in  their 
power  to  withhold. "^*^ 

"Mill:  Principles  of  Political  Economy,  Book  V,  Ch.  XI,  Sec  9, 
p.  578,  People's  Ed. 


Digitized  by 


Google 


Economic  Theory  and  Labor  Legislation       141 

The  legislation  of  the  civilized  world,  as  a  whole,  shows 
acquiescence  in  the  proposition  that  sanitary  and  moral 
conditions  and  hours  of  labor  of  women  must  be  regu- 
lated, and  that  for  them  night  work  in  factories  should  be 
sharply  limited,  if  not  altc^ether  prohibited;  for  other- 
wise imcontroUed  economic  forces  operating  through  con- 
tract deprive  them  of  liberty  and  of  the  right  to  acquire 
property  and  lead  wholesome  lives.  No  woman  desires 
to  work  twelve  and  thirteen  hours  daily  in  a  factory ;  and 
contracts  for  such  toil  are  involuntary  in  substance  even 
if  voluntary  in  form.  A  ten-hour  day  for  women,  such 
as  has  been  passed  in  Massachusetts  and  sustained  by  the 
Supreme  Court  of  that  state,  does  not  deprive  "Mary 
Holmes"  of  liberty — ^it  affords  her  liberty.  It  does  not 
restrict  her  right  to  work;  it  enlarges  that  right;  for  it 
conserves  her  health  and  strength  and  lengthens  out  the 
period  of  profitable  work.  If  she  is  a  mother,  it  also 
enlarges  the  freedom  of  her  children  and  adds  to  their 
efficiency  by  giving  her  at  least  some  shreds  of  time  and 
strength  for  her  family.  For  one  who  really  understands 
the  facts  and  forces  involved,  it  is  mere  juggling  with 
words  and  empty  legal  phrases  to  maintain  the  opposite. 
Realism,  based  on  statistics  and  scientific  investigations, 
fully  sustain  the  soundness  of  such  labor  legislation. 
There  is  no  better  illustration  of  the  lengths  to  which 
doctrinaire  assumptions  may  carry  an  intelligent  man, 
even  a  man  of  great  capacity,  than  the  position  John 
Stuart  Mill  took  with  respect  to  protective  labor  legisla- 
tion for  women. 

Mill  was  brought  up  under  the  influence  of  the  eigh- 
teenth century  philosophy  of  individualism ;  and  the  nat- 
ural equality  among  human  beings,  as  a  comer  stone  of 
that  philosophy,  he  attributed  to  women  as  well  as  men. 
The  actual  inequality  and  disadvantage  of  women  in  the 
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economic  sphere  he  could  not  fail  to  notice,  but  this  he 
ascribed  to  the  political  and  matrimonial  subjection  of 
women.  He  favored,  consequently,  the  emancipation  of 
women  from  the  bonds  of  custom  and  law  and  then  he 
thought  that  they,  as  well  as  men,  could  take  care  of 
themselves  in  the  labor  contract  without  the  aid  of  special 
protective  legislation. 

"Among  those  members  of  the  community'*,  says  Mill, 
"whose  freedom  of  contract  ought  to  be  controlled  by  the 
legislature  for  their  own  protection,  on  account  (it  is 
said)  of  their  dependent  position,  it  is  frequently  pro- 
posed to  include  women:  and  in  the  existing  Factory 
Act,  their  labour,  in  common  with  that  of  young  persons, 
has  been  placed  under  peculiar  restrictions.  But  the 
classing  together,  for  this  and  other  purposes,  of  women 
and  children,  appears  to  me  both  indefensible  in  principle 
and  mischievous  in  practice.  Children  below  a  certain 
age  cannot  judge  or  act  for  themselves;  up  to  a  consider- 
ably greater  age  they  are  inevitably  more  or  less  disquali- 
fied for  doing  so;  but  women  are  as  capable  as  men  of 
appreciating  and  managing  their  own  concerns,  and  the 
only  hindrance  to  their  doing  so  arises  from  the  injustice 
of  their  present  social  position.  So  long  as  the  law  makes 
everything  which  the  wife  requires,  the  property  of  the 
husband,  while  by  compelling  her  to  live  with  him  it 
forces  her  to  submit  to  almost  any  amount  of  moral  and 
even  physical  tyranny  which  he  may  choose  to  inflict, 
there  is  some  ground  for  regarding  every  act  done  by  her 
as  done  under  coercion:  but  it  is  the  great  error  of 
reformers  and  philanthropists  in  our  time,  to  nibble  at 
the  consequences  of  unjust  power  instead  of  redressing 
the  injustice  itself.  If  women  had  as  absolute  control 
as  men  have,  over  their  own  persons  and  their  own  patri- 
mony or  acquisitions,  there  would  be  no  plea  for  limiting 
their  hours  of  labouring  for  themselves,  in  order  that 
they  might  have  time  to  labour  for  the  husband,  in  what 
is  called  by  the  advocates  of  restriction,  his  home.  Wo- 
men employed  in  factories  are  the  only  women  in  the 
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labouring  rank  of  life  whose  position  is  not  that  of 
slaves  and  drudges ;  precisely  because  they  cannot  easily 
be  compelled  to  work  and  earn  wages  in  factories  against 
their  will.  For  improving  the  condition  of  women,  it 
should,  on  the  contrary,  be  an  object  to  give  them  the 
readiest  access  to  independent  industrial  emplo)rment, 
instead  of  closing,  either  entirely  or  partially,  that  which 
is  already  open  to  them."** 

A  scientific  examination  of  the  facts  of  the  case  fails 
altogether  to  bear  out  Mill's  position.  The  suffrage 
and  the  fullest  measure  of  right  over  property  and  per- 
sons have  failed  to  place  woman  on  a  footing  of  econo- 
mic equality  with  men.  The  reason  for  her  economic 
disabilities  are  as  profound  as  her  sex  differences  and 
must  be  reckoned  with  in  any  realistic  legislation.  This 
is  the  verdict  of  the  world's  civilization. 

But  until  recently  economists  were  inclined  to  limit 
r^^ation  of  labor  conditions  and  especially  hours  of 
toil  to  children,  young  persons,  and  women,  leaving  adult 
men  "free",  so  it  was  said,  to  make  their  own  contracts. 
But  experience  has  shown  conclusively  that  while  adult 
males  as  a  rule  are  in  a  far  better  position  in  the  labor 
contract  than  the  classes  just  mentioned,  unregulated 
contract  does  not  always  conduce  to  freedom  and  fair 
opportunity- — "the  square  deal" — ^but  frequently  means 
bondage  and  degradation.  A  realistic  political  economy 
must  recognize  the  facts  of  the  actual  world,  and  does  so. 

Adverse  conditions  are  often  so  strong  for  classes  of 
adult  males  that  well-considered  and  strongly  enforced 
legislation  is  necessary  to  secure  freedom  from  the  bon- 
dage that  would  result  from  them  if  tmcontrolled  by 
social  regulation;  for  here,  as  so  generally,  the  purpose 
of  statute  law  is  to  assist  men  to  gain  control  over  the 

^Mill:  Principles  of  Political  Economy,  Book  V,  Ch.  XI,  Sec.  9, 
p.  57P.  People's  Ed. 
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cruel  and  tyrannical  action  of  uncontrolled  nature  and 
society. 

We  must  not  take  the  view  of  the  state  as  something 
external,  stepping  in  and  interfering  with  liberty.  The 
action  that  we  have  in  mind  is  rather  the  result  of  the 
cooperative  efforts  of  men  to  determine  the  conditions 
of  toil  and  to  enlarge  their  free  sphere  of  economic 
action. 

The  well-being  of  the  adult  male  is  as  precious  to  the 
State  as  that  of  women,  young  persons,  and  children; 
and  indeed  the  welfare  of  these  latter  classes  is  normally 
intertwined  inextricably  with  his  strength,  vigor,  and 
prosperity.  And  for  adult  males,  hours  of  toil  on  rail- 
ways, the  world  over,  must  be  limited  in  their  own  behalf 
as  well  as  in  behalf  of  the  general  traveling  public  in  order 
to  promote  safety.  This  position  is  practically  conceded 
in  every  civilized  country. 

It  has  also  been  necessary  to  regulate  hours  of  toil  of 
street-car  employees.  Before  limited  by  law  the  regular 
working  time  of  this  class  of  workers  in  Baltimore  was 
over  seventeen  hours  a  day  and  they  were  deprived  of 
liberty  in  any  possible  realistic  and  positive  sense  of  the 
term,  while  at  the  same  time  the  women  and  children 
of  their  families  suffered  by  the  cruel  "free  play  of 
economic  forces"  to  use  that  familiar  but  unphilosophical 
and  inexact  phrase. 

Bakers  are  a  class  of  workers  who,  for  a  variety  of 
reasons,  are  unable  to  secure  hours  of  labor  and  conditions 
of  toil,  wholesome  for  themselves  and  for  others.  They 
are  short-lived  and  unhealthy;  and,  if  modem  scientific 
investigations  have  made  any  one  thing  clear,  it  is  that 
bad  sanitary  conditions  and  excessive  hours  of  labor, 
bringing  bad  health  to  toilers,  are  a  menace  to  the  public 
health.     We  are  here  dealing  with  actual  conditions. 
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which  it  is  the  function  of  Departments  of  Labor,  as  a 
branch  of  the  executive  department  of  government  so 
to  work  up  and  present  to  the  judiciary  that  judicial 
notice  must  be  taken  of  them.  Instead  of  confining 
themselves  so  largely  to  gathering  miscellaneous  statis- 
tics— ^too  often,  after  all,  almost  meaningless — ^labor 
bureaus  should  have  it  as  one  of  their  main  functions 
to  investigate,  exhaustively  and  scientifically,  labor  ques- 
tions before  the  legislatures  and  courts;  and  the  law 
should  make  their  findings  prima  facie  evidence  in  all 
cases,  following  in  this  particular  the  Wisconsin  Railway 
Rate  Commission  Law  in  the  case  of  a  just  and  reasonable 
rate. 

It  would  seem  to  be  a  weakness  in  the  New  York 
Bakers  Case,  entitled  "Joseph  Lochner  Plaintiff  in  Error 
vs.  the  People  of  the  State  of  New  York",  that  the  facts 
had  not  been  adequately  investigated  by  another  branch 
of  the  government  and  that  in  consequence  they  were  not 
presented  to  the  Court  as  they  should  have  been.  The 
case  resulted  in  one  of  the  familiar  "five  to  four"  de- 
cisions. In  other  words,  by  a  majority  of  one,  the 
Supreme  Court  of  the  United  States,  on  April  17,  1906, 
held  that  it  was  not  a  proper  exercise  of  the  police  power 
to  restrict  the  hours  of  labor  of  bakers  to  ten  a  day  and 
that  consequently  the  New  York  statute  was  unconsti- 
tutional, because  in  contravention  of  the  "liberty  of  the 
individual  protected  by  the  Fourteenth  Amendment  of 
the  Federal  Constitution,"  according  to  which  "no  State 
can  deprive  any  person  of  life,  liberty,  or  property  with- 
out due  process  of  law".  And  liberty  to  make  contracts 
is  held  to  be  part  of  that  liberty  thus  guaranteed  as  well 
as  a  propert)'  right.  It  is  admitted  that  under  the  exer- 
cise of  the  police  power  in  the  interests  of  the  general  wel- 
fare, contract  may  be  limited  and  regulated.  The  majority 
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opinion  declares  this  New  York  statute  "not  within  any 
fair  meaning  of  the  term  a  health  law".  Here  the 
majority  are  clearly  wrong,  for  they  have  the  facts 
against  them.  But  also,  as  Mr.  Justice  Holmes  says  in  his 
dissenting  opinion,  this  decision  embodies  an  economic 
theory  and  an  outlived  and  outworn  economic  theory — 
the  economic  individualism  of  the  eighteenth  century.  Mr. 
Justice  Peckham,  the  writer  of  the  majority  opinion, 
says,  "Statutes  of  the  nature  of  these  under  review,  limit- 
ing the  hours  in  which  grown  and  intelligent  men  may 
labor  to  earn  their  living,  are  mere  meddlesome  inter- 
ferences with  the  rights  of  the  individual".  This  is 
totally  tmscientific  and  is  a  position  that,  because  tmtrue, 
must  be  abandoned :  as  is  shown  by  the  minority — ^here, 
as  so  often  in  history,  right.  ^^ 

Let  no  one  say  that  economics  or  any  other  branch  of 
science  may  not  criticise  in  our  free  land  the  judiciary. 
We  know  no  infallible  authority  in  the  state,  and  to  blame 
science  for  pointing  out  errors  of  courts  is  craven  and 

"It  is  pointed  out  in  the  majority  opinion  that  the  New  York 
law  had  no  emergency  clause.  It  may  be  that  there  is  a  real  weak- 
ness, although  even  this  cannot  be  admitted  without  an  examination 
of  the  technical  nature  of  the  case.  The  words  of  the  decision  are 
worth  quoting  in  this  connection : 

"Among  the  later  cases  where  the  State  law  has  been  upheld  by 
this  court  is  that  of  H olden  v.  Hardy  (169  U.  S.  366).  A  provision 
in  the  act  of  the  legislature  of  Utah  was  there  under  consideration, 
the  act  limiting  the  emplo)rment  of  workmen  in  all  underground 
mines  or  workings,  to  eight  hours  per  day,  'except  in  cases  of 
emergency,  where  life  or  property  is  in  imminent  danger*.  It  also 
limited  the  hours  of  labor  in  smelting  and  other  institutions  for  the 
reduction  or  refining  of  ores  or  metals  to  eight  hours  per  day,  except 
in  like  cases  of  emergency.  The  act  was  held  to  be  a  valid  exercise 
of  the  police  powers  of  the  State.    .    .    . 

"It  will  be  observed  that,  even  with  regard  to  that  dass  of  labor, 
the  Utah  statute  provided  for  cases  of  emergency  wherein  the  pro- 
visions of  the  statute  would  not  apply.  The  statute  now  before  this 
court  has  no  emergency  clause  in  it,  and,  if  the  statute  is  valid, 
there  are  no  circumstances  and  no  emergencies  under  which  the 
slightest  violation  of  the  provisions  of  the  act  would  be  innocent 
There  is  nothing  in  Holden  v.  Hardy  which  covers  the  case  now 
before  us." 
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unmanly,  contrary  to  the  spirit  of  the  founders  of  the 
Republic;  and  lacking  in  true  respect  to  the  Courts,  be- 
cause it  implies  that  the  Courts  in  turn  are  lacking  in 
manliness  and  true  Americanism. 

But  even  Mr.  Justice  Holmes  in  his  trenchant  criticism 
of  the  majority  decision,  after  saying  truly  'The  Four- 
teenth Amendment  does  not  enact  Herbert  Spencer's 
Social  Statistics,"  implies  in  one  place  that  while  the 
statute  may  be  an  interference  with  liberty,  it  is  an  inter- 
ference with  liberty  justified  by  beneficent  results.  The 
true  position  is  that  this  statute  represents  a  struggle  for 
real,  substantial  liberty  of  which  the  bakers  were  deprived 
by  the  majority  decision,  retaining  merely  its  empty  shell ; 
and  indeed  the  learned  justice  himself  says  that  he  thinks 
the  word  liberty  in  the  Fourteenth  Amendment  perverted 
"when  it  is  held  to  prevent  the  natural  outcome  of  a 
dominant  opinion." 

Science,  then,  can  draw  no  arbitrary  line  between  labor 
legislation  for  adults  and  labor  legislation  for  women  and 
children;  but  cases  must  be  judged,  as  they  arise,  on  their 
merits.  But  this  need  not  preclude  a  painstaking  and 
careful  search  for  general  principles,  although  supposed 
general  principles  have  so  often  misled  us  in  the  past. 

The  International  Association  for  Labor  Legislation,  of 
which  our  Association  is  the  national  section,  draws  no 
fixed  line  between  legislation  for  adult  males  and  labor 
legislation  for  women  and  children;  and  this  represents 
the  opinion  of  the  best  experts  of  the  world — ^those  who 
conservatively,  and  as  agents  of  governments,  are  inves- 
tigating labor  questions. 

But  what  has  been  said  must  not  be  taken  to  mean  that 
economists  endorse  all  proposals  for  labor  legislation. 
Many. — ^nay,  most — such  proposals  they  would  with  prac- 
tical unanimity  hold  to  be  impracticable  and  visionary, 
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while  others  with  also  substantial  unanimity  they  would 
endorse.  Varied  tests  of  actually  proposed  labor  l^s- 
lation  economists  have  learned  to  apply  almost  sponta- 
neously. Influence  on  production  must  be  considered, 
and,  while  to  secure  a  better  distribution  or  improved 
conditions  of  toil,  the  interests  of  production  may  be 
sacrificed  to  a  limited  extent,  it  is  held  to  be  necessary 
to  proceed  cautiously  here. 

John  Stuart  Mill  says  in  one  place : 
"Whether  the  aggregate  produce  increases  absolutely 
or  not,  is  a  thing  in  which,  after  a  certain  amount  has 
been  obtained,  neither  the  legislator  nor  the  philanthropist 
need  feel  any  strong  interest :  but,  that  it  should  increase 
relatively  to  the  number  of  those  who  share  in  it,  is  of 
the  utmost  possible  importance."*® 

But  economists  at  present  would  scarcely  be  disposed 
to  go  quite  so  far ;  for  great  as  is  present  production,  it 
can  easily  be  shown  statistically  that  production  must 
still  be  largely  increased  to  provide  an  economic  basis  for 
the  satisfaction  of  rational  wants.*®  The  mere  distribu- 
tion of  great  fortunes,  or  the  wider  diffusion  of  colossal 
incomes,  even  if  it  can  be  brought  about,  would  be  far 
from  adequate.  In  other  words  the  economic  problem  is  a 
far  larger  problem  than  the  problem  of  swollen  fortunes. 

Efficiency  must  be  an  ever  present  test,  but  economics 
insists  upon  the  long  view  rather  than  the  short  view. 
If  for  the  sake  of  a  strong  and  virile  population  child 
labor  must  be  prohibited,  we  can  well  content  ourselves 

*•  Mill :  Political  Economy,  Book  IV,  Ch.  VII,  Sec  i,  p.  455,  Peo- 
ple's Ed. 

^  It  IS  true  that  Mill  says  in  the  passage  quoted  "that  after  a  cer- 
tain amount  has  been  obtained"  an  increased  production  is  of  minor 
significance.  The  implication  is,  however,  very  clearly  that  we  have 
already  reached  that  amount  or  nearly  reached  it,  and  that  the 
problem  of  production  is,  relatively  speaking,  of  no  great  signi- 
ficance. 
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with  the  greater  production  in  the  future  and  increased 
human  welfare;  and  this  is  after  all  the  end  of  all  econo- 
mic activity.  Similarly,  if  shortening  the  hours  of  adult 
males  on  railways  and  in  bake-shops  adds  to  the  length 
of  life  and  promotes  on  the  one  hand  safety  and  on  the 
other  hand  public  health,  we  can  bear  with  equanimity 
the  sacrifices  of  the  form  of  freedom  for  the  substance 
of  a  positive  constructive  policy  of  liberty ;  and  can  easily 
endure  the  curtailment  of  the  right  (really  coercion)  to 
work  an  unduly  long  number  of  hours  in  one  day  on 
accoimt  of  the  assured  larger  niunber  of  working  hours 
in  a  lifetime. 

The  International  Association  for  Labor  Legislation, 
organized  at  the  Paris  Exposition  in  1900,  with  a  per- 
manent bureau  opened  in  Basel,  Switzerland,  in  1901, 
has  as  its  special  function  the  impartial  scientific  exami- 
nation of  labor  measures  and  investigation  of  actual 
conditions  underlying  labor  legislation.  It  is  semi-pri- 
vate, also  quasi-official  in  character.  In  other  words  it 
is  a  voluntary  organization,  largely  of  experts  and  offi- 
cials, but  it  receives  subventions  from  most  civilized 
governments  including  a  small  one  from  our  own  federal 
government.  Its  activities  are  directed  by  men  trained 
in  economics  and  they  give  a  good  idea  of  the  relation 
between  economic  theory  and  labor  legislation. 

The  objects  of  the  International  Association  are  stated 
as  follows :   [in] 

Article  II  of  the  Statutes  of  the  International  Association 

for  Labor  Legislation,  defining  the  aims  of  the 

Association, 

1.  To  serve  as  a  bond  of  union  to  those  who,  in  the 
different  industrial  countries,  believe  in  the  necessity  of 
protective  labor  legislation. 

2.  To  organize  an  International  Labor  Office,  the 
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mission  of  which  will  to  be  publish  in  French,  German, 
and  English  a  periodical  collection  of  labor  laws  in  all 
countries,  or  to  lend  its  support  to  a  publication  of  that 
kind.     This  collection  will  contain : 

(a)  The  text  or  the  contents  of  all  laws,  regulations 
and  ordinances  in  force  relating  to  the  protection  of 
workingmen  in  general  and  notably  to  the  labor  of  chil- 
dren and  women,  to  the  limitation  of  the  hours  of  labor 
of  male  and  adult  workingmen,  to  Sunday  rest,  to  peri- 
odic pauses,  to  the  dangerous  trades ; 

(b)  An  historical  exposition  relating  to  these  laws  and 
regulations ; 

(c)  The  gist  of  reports  and  official  documents  con- 
cerning the  interpretation  and  execution  of  these  laws 
and  ordinances. 

3.  To  facilitate  the  study  of  labor  legislation  in  dif- 
ferent countries,  and,  in  particular,  to  furnish  to  the 
members  of  the  Association  information  on  the  laws  in 
force  and  on  their  application  in  different  states. 

4.  To  promote,  by  the  preparation  of  memoranda  or 
otherwise,  the  study  of  the  question  how  an  agreement 
of  the  different  labor  codes,  and  by  which  methods 
international  statistics  of  labor  may  be  secured. 

5.  To  call  meetings  of  international  congresses  of 
labor  legislation. 

The  objects  of  the  American  Association,  of  which  this 
is  the  first  regular  annual  meeting,  were  adopted  Febru- 
ary 16,  1906,  and  are  as  follows : 

(i)  To  serve  as  the  American  branch  of  the  Inter- 
national Association  for  Labor  Legislation,  the  aims  of 
which  are  stated  in  the  appended  Article  of  its  Statutes. 

(2)  To  promote  the  uniformity  of  labor  legislation 
in  the  United  States. 

(3)  To  encourage  the  study  of  labor  legislation. 

It  will  be  noticed  that  uniformity  among  nations  and 
among  the  states  of  the  United  States  stands  out  as  a 
prominent  object.  As  competition  extends  its  scope  and 
becomes  intense,  justice  to  employers  requires  that  they 
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shotild  be  placed  xmder  similar  conditions,  so  far  as  pro- 
tective labor  legislation  is  concerned;  so  that  success  or 
failure  of  the  employing  capitalist  may  be  determined  by 
efficiency  and  not  by  varying  d^^es  of  oppression. 

Working  men  are  mentioned  as  worthy  of  considera- 
tion as  well  as  women  and  children,  and  special  attention 
is  directed  to  the  hours  of  adult  males. 

Dangerous  trades  are  emphasized  as  requiring  special 
attention;  and  researches  have  been  made  in  regard  to 
industrial  poisons. 

Among  the  reports  issued  by  the  International  Asso- 
ciation, the  two  following  are  noteworthy : 

The  night  work  of  women  in  industry;  reports  on  its 
extension  and  regulation,  by  various  contributors,  with  a 
preface  by  Prof.  Stephen  Bauer,  Jena,  1903,  pages  xlii, 

384. 

Injurious  trades;  reports  on  their  dangers  and  means 
of  prevention,  especially  in  the  manufacture  of  matches 
and  in  the  lead  industries.  Edited  with  an  introduction 
by  Professor  Bauer,  Jena,  1903,  pages  Ix,  460. 

The  International  Association  has  organized  the  Inter- 
national Labor  Office  in  Basel,  Switzerland,  the  president 
of  which  is  L.  H.  Scherrer,  and  the  general  secretary  is 
Stephen  Bauer.  This  office  conceives  its  function  to  be 
purely  scientific,  and  one  of  its  duties  is  the  publication 
of  the  invaluable  Bulletin,  which  gives  the  labor  laws  of 
the  world. 

The  annual  assemblies  take  action  with  respect  to  vari- 
ous measures,  and  have  directed  their  efforts  largely  to 
gaining  information  to  lessen  industrial  poisoning,  and 
especially  lead  and  phosphorous  poisoning,  to  prevent 
night  work  of  young  persons  and  women,  and  to  secure 
a  reasonable  maximum  work  day  for  adult  males,  espe- 
cially in  mines  and  smelters. 
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The  International  Association  has  been  especially  help- 
ful in  initiating  international  labor  l^slation;  and  it  is 
doubtless  due  to  it  more  than  to  any  other  one  agency 
that  the  world's  first  international  treaty,  especially  de- 
signed to  promote  the  interests  of  labor,  was  signed  be- 
tween France  and  Italy,  April  15,  1905;  a  truly  epoch- 
making  event,  of  which  President  Sherrer  says  in  his 
Report  to  the  Fourth  Meeting  of  Delegates : 

"In  his  expose,  given  two  years  ago,  of  this  Franco- 
Italian  Labour  and  Social-Protection  Treaty,  Herr  Di- 
rector Fontaine  said  of  this  good  work  that  it  would 
make  an  end  to  the  complaints  of  French  manufacturers 
about  unfair  competition ;  that  to  it  Italy  owes  its  present 
system  of  factory  inspection  and  the  protection  of  Italian 
workmen  in  France,  and  the  more  just  administration 
of  the  Savings  Bank  deposits  and  Insurance  annuities  of 
Italian  subjects.  He  also  remarked  that  this  treaty  owed 
its  origin  to  the  suggestions  made,  and  the  discussions 
carried  on  during  the  time  of  our  Meeting  of  Delegates 
in  1902." 

Our  Association  does  not  take  any  partisan  attitude  in 
the  controversies  between  economic  classes  in  general  and 
between  employers  and  employees  in  particular.  And  it 
is  allied  to  no  particular  party.  It  is  consulted  by  many 
governments  and  by  adherents  of  the  various  political 
parties  of  our  day ;  by  employers  as  well  as  by  advocates 
of  labor.    Its  only  allegiance  is  to  the  general  welfare. 

We  may  thus  say  that  the  activities  of  our  Association 
are  directed  by  humanity,  the  beginning  and  end  of  all 
economics  being  man,  but  that  its  humanitarian  ends  are 
directed  by  scientific  investigations.  Its  recommendations 
are  carefully  considered  with  respect  to  efficiency  and 
fairness  in  international  competition.  It  believes  that  it 
is  best  to  precede  action  by  deliberation,  exhortation  by 
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scientific  study,  and  that  progressive  movements  will  in 
the  end  be  more  rapid  if  in  every  case  they  are  based  upon 
a  well-thought-out,  scientifically  established  program.  In 
this  practical  and  scientific  work  it  invites  general  partici- 
pation of  the  men  of  science,  of  the  men  of  labor,  of  the 
men  of  capital,  and  generally  of  the  men  of  leadership 
in  industry  and  in  State. 
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THE  NORMAL  LABOR  DAY  IN  COAL  MINES. 

THOMAS  K.  URDAHL. 

The  length  of  the  labor  day  in  any  industry  depends 
partly  on  the  nature  of  the  industry  itself,  but  more 
largely  upon  the  stage  of  industrial  development  which 
the  industry  has  attained.  Nearly  every  industry  passes 
through  the  handicraft  or  house  industry  stage,  in  which 
there  is  no  regularity  of  wage  or  eiiiplo)rment,  and  where 
hours  may  be  excessively  long  or  short  according  to  the 
season.  It  frequently  happens  that  the  hours  of  labor 
that  prevail  in  such  an  industry  in  the  handicraft  stage, 
are  maintained  long  after  it  has  envolved  into  the  factory 
stage.  Long  hours  are  also  often  found  in  such  indus- 
tries as  mining  or  milling,  because  they  have  grown  up 
in  village  or  ag^cultural  communities,  where  the  custo- 
mary labor  day  is  from  sunrise  till  sunset. 

When  the  factory  stage  is  reached  labor  organizations 
also  make  their  appearance,  and  strive  for  higher  wages 
and  shorter  hours  of  labor.  In  the  great  majority  of 
cases  employers  of  labor  believe  that  a  reduction  of 
hours  or  increase  in  wages  is  detrimental  to  the  business 
concerned,  and  resist  all  such  efforts  on  the  part  of  union 
or  industrial  laborers.  Some  of  the  coal-mines  of  this 
country  are  still  in  the  handicraft  stage,  the  pick  and 
donkey  cart  being  used  in  about  the  same  way  they  were 
in  the  eighteenth  century.  Here  a  ten  or  twelve  hour  or 
even  longer  day  naturally  prevails.  Others  have  reached 
the  stage  of  capitalistic  production  where  mining  machin- 
ery in  the  form  of  steam  and  electric  coal  cutters,  coal 
conveyors,  huge  hoists  and  breakers  and  thousands  of 
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workmen,  make  coal  mining  a  regular  business,  very 
similar  in  its  operation  to  a  large  factory.  Here  we  have 
conditions  more  favorable  to  short  hours,  regularity  of 
employment,  and  of  imiform  scale  of  wages. 

The  transition  from  the  first  to  the  second  stage  is  not 
entirely  due  to  the  introduction  of  machinery,  but  to  an 
even  greater  degree  to  the  industrial  development  of 
the  country  itself.  In  the  handicraft  stage  the  market 
for  coal  was  exceedingly  uncertain  and  variable.  The 
domestic  or  winter  consumption  of  coal  was  by  far  the 
most  important  and  the  demand  in  summer  was  very 
small.  The  miner  and  operator  was  very  often  the  same 
person,  and  worked  his  mine  with  the  aid  of  a  few  work- 
men and  boys.  When  demand  ran  short  he  would  go 
out  and  look  for  buyers  and  having  secured  a  few  orders 
would  call  his  men  together  and  start  work  for  a  week 
or  a  month.  Under  such  conditiions  it  is  evident  that 
both  the  mine  worker  and  the  mine  owner  would  be 
anxious  to  operate  long  hours  in  order  to  take  advantage 
of  the  busy  season.* 

In  the  capitalistic  stage  the  demand  for  coal  is  much 
more  uniform  all  the  year  round.  The  smelters,  the 
ocean  steamers,  and  the  factories  of  the  cotmtry  need  the 
same  amotmt  of  coal  in  the  summer  as  in  the  winter,  and 
the  demand  fluctuates  only  slightly  from  year  to  year, 
or  from  winter  to  summer.  A  single  ocean  steamer, 
like  the  Lusitania,  is  said  to  use  as  much  coal  per  week 
as  a  city  of  25000  needs  for  domestic  use.  This  stable 
demand  makes  it  possible  to  operate  r^ularly,  and  to 
profitably  make  use  of  a  shorter  labor  day.  Where  de- 
mand is  very  great,  these  mines  may  often  run  two,  or 
even  three,  eight  hour  shifts  of  men,  in  twenty-four 
hours. 


*Scc  Chart  I. 
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This  rather  stable  demand  seems  at  present  to  be 
largely  supplied  by  mines  operated  by  corporations  who 
are  either  directly  or  indirectly  under  the  control  of  the 
coal-carrying  railroads,  and  in  a  large  percentage  of  them 
a  long  labor  day  still  prevails.  In  the  anthracite  mines, 
which  are  almost  entirely  controlled  by  the  railroads, 
there  were  in  1906,  ninety  companies  operating  with  a 
nine  hour  day,  three  with  a  ten  hour  day,  and  a  half 
dozen  companies  where  the  hours  of  labor  varied  from 
six  to  ten  hours.  In  West  Virginia  the  four  railroads 
appear  to  be  rapidly  getting  control  of  all  the  coal  fields 
and  are  heavily  interested  in  the  largest  coal  mines.  The 
nine  and  ten  hour  day  is  said  to  prevail  in  the  majority  of 
the  mines. 

Side  by  side  with  these  corporation  mines,  we  have 
numerous  smaller  ones,  many  of  which  are  still  in  the 
handicraft  stage,  where  output  is  determined  by  the  ex- 
ceptional demand  of  the  winter^months  or  of  periods  of 
industrial  prosperity.^  Here  the  long  labor  day  seems 
often  to  be  as  natural  and  as  necessary  as  long  hours  in 
the  simimer  months  in  agriculture,  A  legal  limitation 
upon  the  labor  day  would  probably  force  many  of  these 
operators  to  shut  down  or  sell  out  to  the  more  powerful 
competitors,  thus  hastening  a  process  now  going  on, 
which  ultimately  will  result  in  consolidation  of  the  coal 
industry  of  the  country.  In  the  larger  mines  on  the  other 
hand,  that  is,  the  mines  which  have  regular  transpor- 
tation facilities  at  their  disposal,  the  shorter  work  day 
would  be  possible.  Here  the  ten  and  twelve  hour  day 
appears  as  a  sort  of  arested  industrial  development, 
which  has  been  retained  by  artificial  means,  long  after  it 
should  have  passed  away. 

Lack  of  organization  on  the  part  of  the  mine  workers 

*  See  part  above  the  broken  line  B  C  in  Chart  I. 
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is  the  chief  cause.  This  is  often  the  rcstilt  of  conscious 
or  unconscious  efforts  on  the  part  of  operators,  to  intro- 
duce alien  laborers  over  whom  the  labor  organizer  has 
little  or  no  influence. 

Just  as  the  immigrant  is  the  feeder  of  the  sweatshop 
and  one  of  the  chief  causes  of  the  long  hours  prevailing 
there,  so  the  foreigner  is  the  chief  factor  in  the  retention 
of  the  long  hours  in  the  coal  industry.  Where  native 
American  labor  is  employed  we  find  the  long  labor  day 
only  in  communities,  like  the  Southern  states,  where  coal 
mining  is  a  new  industry.  This  will  perhaps  explain 
the  hostility  of  the  union  men  to  the  foreigners,  or 
"dagos"  as  they  are  termed  in  mining  communities,  and 
furthermore  shows  the  intimate  relation  between  the 
immigration  problem  and  the  length  of  the  labor  day. 

GEOGRAPHICAL  DISTRIBUTION   OF  THE  EIGHT   HOUR  DAY. 

We  have,  therefore,  a  very  complex  problem  to  con- 
sider. Geographically  the  so-called  eight  hour  day  is 
found  in  the  central  states  and  the  Rocky  Mountain 
region,  and  the  long  hours  are  found  in  the  East  and 
South.  In  the  central  states,  i.  e.  Ohio,  Indiana,  Illinois, 
southwestern  Pennsylvania,  Kansas,  Arkansas,  Okla- 
homa, Texas,  and  parts  of  Iowa  and  Kentucky  the  short 
labor  day  has  been  obtained  through  the  efforts  of  the 
miners'  unions  by  making  it  a  part  of  their  joint  agree- 
ments with  the  operators.  In  Pennsylvania  and  West 
Virginia  and  in  parts  of  Maryland,  Virginia,  Alabama, 
Tennessee,  and  Georgia,  the  eight,  ten,  and  eleven  hour 
days  prevail  side  by  side,  with  a  preponderance  in  favor 
of  the  ten  and  eleven  hours.'  The  Rocky  Mountain  states 
that  have  secured  an  eight  hour  day  by  legislation  are 
Utah,  Wyoming,  Montana,  Nevada,  Colorado,  and  the 

■  See  Charts  IV,  V,  and  VI. 
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Central  state,  Missouri.  The  Colorado  law  was  declared 
unconstitutional  by  the  state  supreme  court,  but  in  the 
other  states  the  laws  now  seem  to  be  in  force. 

CONSTITUTIONALITY  OF  EIGHT  HOUR  MINING  LAWS. 

The  chief  question  concerning  the  constitutionality  of 
such  laws,  is  whether  or  not  they  violate  the  Fourteenth 
Amendment  by  abridging  the  privileges  and  immunities 
of  citizens  of  the  United  States.  In  the  famous  Utah  case 
of  Holden  v.  Hardy,*  the  United  States  Supreme  Court 
decided  this  question  with  all  the  justices  except  Brewer 
and  Peckham  concurring.  In  this  case  the  court  in  con- 
clusion lays  down  the  principle,  that  the  class  of  em- 
ployees does  not  stand  on  an  equal  footing  with  the  em- 
ployers. The  employer  makes  the  rules  and  the  em- 
ployees are  practically  constrained  to  obey  them.  Hence 
self  interest  is  often  an  unsafe  guide  and  the  legislature 
may  properly  interpose  its  authority.  It  is  not  so  much 
the  right  of  contract  of  the  employer  that  is  interfered 
with,  as  that  of  the  laborer,  whose  right  to  labor  as  long 
as  he  pleases  is  violated.  The  fact  that  both  parties  are 
of  full  age  and  competent  to  contract  does  not  necessarily 
deprive  the  state  of  its  right  to  interfere  where  the  parties 
do  not  stand  on  an  equality  and  public  health  demands 
that  one  party  to  the  contract  shall  be  protected  against 
himself.  The  state  is  no  greater  than  the  sum  of  its 
parts,  and  when  the  individual  health  is  sacrificed  the 
state  must  suffer.  Some  years  later  this  decision  had  been 
handed  down,  a  similar  law  in  New  York  restricting  the 
hours  of  bakers  to  sixty  per  week  came  before  the  Su- 
preme Court  for  adjudication.  The  opinion  of  the  Court, 
this  time,  delivered  by  Justice  Peckham,  ran  in  part  as 
follows  :* 


*  169  U.  S.  366. 

■Lochncr  v.  New  York,  25  Sup.  Court  Rep.  539. 


Digitized  by 


Google 


Normal  Labor  Day  in  Coal  Mines  159 

"There  is  no  reasonable  ground  for  interfering  with 
the  liberty  of  person  or  the  right  of  free  contract  by 
determining  the  hours  of  labor  in  the  occupation  of  a 
baker.  There  is  no  contention  that  bakers  as  a  class  are 
not  equal  in  intelligence  and  capacity  to  men  in  other 
trades  or  that  they  are  unable  to  assert  their  rights  and 
care  for  themselves There  is  in  our  judg- 
ment no  reasonable  foundation  for  holding  it  to  be 
necessary  or  appropriate  as  a  health  law  to  safeguard 
public  health  or  the  health  of  the  individuals  who  are 

following  the  trade  of  a  baker Under  such 

circumstances  the  freedom  of  the  master  and  employee 
to  contract  with  each  other  in  relation  to  their  employ- 
ment and  in  defining  the  same  cannot  be  prohibited  or 
interfered  with  by  law  without  violating  the  federal 
constitution." 

It  is  evident  from  these  cases  that  the  court  holds,  that 
coal  mining  is  a  dangerous,  unhealthy  occupation,  and 
that  it  is  a  part  of  the  police  power  of  a  state  to  pass  an 
eight  hour  statute  for  protection  of  the  health  of  the 
miners.  The  result  of  the  Utah  decision  is  that  the 
miners  have  an  eight  hour  "bank  to  bank"  day.  This 
means  that  they  are  hoisted  and  lowered  on  the  time  of 
their  employer  instead  of  on  their  own  time,  and  makes 
the  effective  work  day  about  seven  and  one  half  hours. 
This  decision  of  the  United  States  Supreme  Court  is  of 
the  very  greatest  importance  for  future  legislation  in  the 
interest  of  coal  miners  and  makes  it  possible,  wherever 
the  state  constitution  does  not  forbid,  to  enact  laws  on 
this  subject. 

THE  miners'  eight   HOUR  DAY  IN   FOREIGN   COUNTRIES. 

Eight  hour  legislation  has  not  only  been  tried  by  the 
so-called  sagebush  legislators  of  the  Rockies,  but  has 
been  put  into  operation  by  three  of  the  coal  mining  states 
of  Europe.     Austria  was,  in  1884,  the  first  European 
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nation  to  limit  by  law  the  number  of  working  hours  in 
coal  mines  to  ten.  On  January  27,  1901,  the  law  was 
modified  so  as  to  reduce  the  labor  day  of  all  underground 
workers  to  nine  hours  from  the  time  of  entry  to  the 
completion  of  the  outward  journey,  including  the  limch 
period.  This  law  went  into  effect  in  July,  1902,  and 
reduced  the  labor  day  of  seventy  per  cent,  of  all  the  coal 
miners  of  Austria  to  an  actual  working  day  of  about 
eight  hours. 

France  has  also  enacted  legislation  on  this  subject.  To 
a  certain  extent  this  legislation  is  said  to  be  due  to  the 
great  strike  following  the  frightful  disaster  at  Cour- 
rieres.  The  law,  which  was  passed  January  29, 
1905,  and  became  effective  January  5,  1906,  provides 
for  a  legal  day  of  nine  hours,  calctdated  from  the  descent 
of  the  last  miner  into  the  shaft,  to  the  arrival  at  the  bank 
of  the  first  worker  at  the  end  of  the  shift.  This  limit 
is  to  prevail  during  the  two  years,  January  1906  to  1908, 
From  1908  to  1910  the  working  day  may  not  exceed 
eight  and  one-half  hours,  and  after  January  5,  1910,  the 
day  is  limited  to  eight  hours.  The  law  therefore  provides 
for  the  introduction  of  an  eight-hour  day  by  two  half 
hour  stages  extending  through  four  years. 

The  French  law,  in  contrast  with  the  Austrian,  does 
not  apply  to  all  underground  workers,  but  only  to  hewers 
or  pickmen  who  work  in  "abbatage",  i.  e.  at  the  coal  face. 
It  seems  highly  probable,  however,  that  it  will  be  ex- 
tended to  all  underground  workers  in  the  near  future. 

The  only  other  European  country  which  has  at  present 
in  operation  a  legal  limitation  of  the  miners'  labor  day  is 
Holland.  Here  also  the  law  is  of  recent  origin,  and  only 
came  into  operation  on  November  i,  1906.  Up  to  Jan- 
uary I,  1908,  the  labor  day  in  the  Dutch  coal  mines  shall 
not  exceed  nine  hours,  and  after  1908,  no  man  shall  be 
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allowed  to  stay  underground  longer  than  eight  and  one- 
half  hours  a  day,  calculated  from  the  banning  of  the 
descent  into  the  shaft  to  the  beginning  of  the  ascent  at 
the  end  of  the  shift. 

Aside  from  these  cases  and  the  experiments  in  Austral- 
asia, but  a  very  little  progress  has  been  made  toward  the 
eight  hour  day  by  means  of  legislation.  Numerous 
efforts  have  been  made  to  secure  such  laws  in  Eng- 
land, Germany,  and  America.  In  England  such  men  as 
Chamberlain,  Balfour,  and  Sir  Charles  Dilke  have  advo- 
cated an  eight  hour  day  for  coal  miners,  and  no  less  than 
fourteen  such  bills  have  been  introduced  in  Parliament 
during  the  past  fifteen  years. 

Much  progress  has  also  been  made  as  a  result  of  the 
efforts  of  the  laborers  themselves.  Each  of  the  great 
miners'  strikes  in  England,  Germany,  and  America  have 
thus  far  been  mile  stones  in  the  eight-hour  movement. 

In  the  great  German  coal  strike  of  1889  the  main 
demand  of  the  miners  waa  for  "the  eight-hour  shift 
which  we  inherited  from  our  ancestors".  The  outcome 
was  an  eight-and-one-half-hour  day  for  about  four-fifths 
of  the  coal  miners  of  Germany.  The  operators  granted 
a  nominal  eight-hour  day,  which  was  not  to  include  the 
time  taken  in  going  from  the  bank  to  the  place  of  work 
and  return.  In  the  strike  of  1905,  in  which  about 
200,000  coal  miners  took  part,  the  strikers  demanded  a 
system  somewhat  like  the  one  introduced  in  France. 
They  demanded  a  nine-hour  day,  including  the  time  of 
entry  and  exit,  for  the  year  1905,  eight  and  one-half 
hours  for  the  year  1906,  and  an  eight-hour  day  after 
1906. 

The  demands  of  the  miners  were  not  granted,  and  as 
a  result  bitter  complaints  are  heard  at  present  in  all  the 
mining  communities  of  Germany,  because  the  govem- 
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ment  refuses  to  legislate  on  the  alleged  abuses  in  the  coal 
mines.  In  Germany,  as  in  America,  l^islation  of  this 
sort  lies  within  the  province  of  the  individual  state,  and, 
with  the  exception  of  Prussia,  they  have  thus  far  done 
nothing.  In  Prussia  the  working  hours  at  the  collieries 
are  fixed  by  the  labor  regulations  issued  by  the  mine 
owners  and  sanctioned  by  the  superior  mining  authority 
(Oberbergamt).  This  authority  is  empowered  by  the 
Diet  to  fix  the  length  of  the  labor  day  in  those  cases 
where  the  health  of  the  miners  is  endangered  by  the  long 
hours.  Thus  far  little  has  been  done,  except  to  provide 
that  where  the  temperature  in  mines  exceeds  28  d^^ees 
C  (=82.4  degrees  F.),  that  the  labor  day  shall  not 
exceed  six  hours. 

Even  Belgium,  where  women  and  children  are  still 
found  working  long  hours  in  the  coal  mines,  has  by  royal 
decree  appointed  a  commission  to  inquire  into  the  effect 
of  the  limitation  of  hours  in  the  mining  industry.  Much 
progress  has  therefore  beei^i  made  along  the  line  of  re- 
stricting the  hours  in  the  colleries,  both  by  means  of  vol- 
untary agreements  between  operators  and  miners  and 
by  legislation,  and  it  seems  highly  probable  that  other 
states  will  soon  adopt  similar  measures.  Thus  far  such 
laws  have  been  adopted  only  in  the  smaller  coal-producing 
states  of  Europe  and  America.  France  produced  about 
thirty-five  and  a  half  million  tons  in  1905,  Austria  thirty- 
five  million,  and  Holland  less  than  a  million  tons,  whereas 
in  America  the  output  of  all  the  Rocky  Mountain  states, 
that  have  enacted  eight-hour  laws,  is  very  small  compared 
with  the  enormous  tonnage  of  Pennsylvania  and  West 
Virginia,  which,  according  to  the  returns  for  1906,  are 
the  two  largest  coal  states  of  America. 

America's  real  industrial  rivals,  Germany  and  England, 
whose  output  in  1905  was  two  hundred  and  thirty-six 
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and  one  hundred  and  seventy-four  million  tons  respect- 
ively, have  thus  far  failed  to  pass  such  laws.  The  advisa- 
bility of  such  legislation  for  the  largest  coal-producing 
states,  has  therefore  not  been  conclusively  demonstrated. 
Before  such  measures  can  be  advocated,  it  is  necessary 
to  determine  what  their  effect  upon  the  laborers  will  be, 
and  whether  the  economic  effects  on  the  industry  and 
commerce  of  the  country  make  this  kind  of  legfislation 
desirable. 

THE   PRESENT  LABOR  DAY  IN   COAL  MINES. 

First,  we  must  ascertain  what  the  present  hours  of 
labor  are,  if  we  wish  to  judge  of  the  effect  of  an  eight- 
hour  law  upon  the  output  and  the  conditions  of  the 
laborer.  In  a  factory  or  other  industrial  plant  it  is  com- 
paratively easy  to  get  at  the  hours  of  labor  at  any  given 
time.  But  in  coal  mining  we  have  often  a  variable  work 
day  according  to  the  conditions  in  each  mine.  In  some 
localities  tlic  niir.c  is  normally  in  operation  ten  hours  each 
day,  but  most  of  the  miners  rarely  work  that  length  of 
time,  because  they  are  paid  by  the  ton  and  not  by  the  day, 
and  may  stop  work  whenever  they  please. 

In  many  communities  there  are  certain  short  days  on 
which  the  miners  stop  work  at  noon.  Where  the  native 
American  predominates,  the  mines  usually  close  at  noon 
on  Saturdays,  because  the  miners  wish  to  attend  football, 
baseball  or  other  games  on  that  day.  Then  there  are 
days  on  which  no  work  is  done,  which,  in  addition  to 
Sundays,  are  considered  either  legal  or  regular  holidays. 
Where  the  foreign  element  is  found,  there  are  from 
twelve  to  fourteen  Church  holy  days  on  which  the  mines 
have  to  close  down.  In  England,  where  the  average 
normal  labor  day  is  nine  hours  and  three  minutes,  the 
loss  of  time  due  to  these  causes  amounts  to  four  hours 
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and  twenty-five  minutes  per  week,  leaving  an  effective 
average  of  only  forty-nine  hours  and  fifty-  three  minutes 
per  person  for  each  normal  week. 

There  is  also  much  time  lost  in  all  collieries  as  a  result 
of  stoppage  of  the  mines  due  to  lack  of  orders,  shortage 
of  cars,  strikes,  lockouts,  and  accidents.  The  English 
labor  and  trade  conditions  are  much  more  stable  than  the 
American,  and  yet  the  average  loss  of  time  due  to  these 
causes  for  the  ten  years  ending  1906,  was  three  hours 
and  thirty-seven  minutes  per  week,  in  normal  weeks. 
This  reduces  the  weekly  average  to  forty-six  hours  and 
sixteen  minutes.  All  this  loss  may  be  said  to  be  due  to 
causes  over  which  the  miner  has  little  or  no  control,  and 
may  therefore  be  considered  unavoidable.  In  addition 
to  all  this,  there  is  everywhere  a  good  deal  of  volimtary 
absenteeism  not  due  to  illness  or  any  of  the  above  causes. 
The  miner  simply  stays  away  from  work  for  a  day  or 
more  at  a  time,  and  thus  sometimes  loses  as  much  as  half 
the  available  working  time  of  the  week.  This  sort  of  ab- 
senteeism is  not  confined  to  any  one  locality  or  to  any 
particular  season  of  the  year,  but  occurs  everywhere,  in 
periods  of  abundant  demand  and  full  work,  as  well  as  in 
times  of  depression  and  short  work.  In  England,  again, 
the  average  amount  of  available  work  voluntarily  with- 
held by  the  miners  themselves  for  the  period  of  1899  *^ 
1905  amounted  to  three  hours  and  three  minutes  per 
week,  leaving  a  balance  of  only  forty-three  hours  and 
thirteen  minutes,  which  may  be  considered  the  actual 
average  number  of  hours  for  all  classes  in  normal  weeks. 

It  appears,  therefore,  that  for  the  entire  United  King- 
dom, out  of  the  total  possible  fifty-four  hours  and  eigh- 
teen minutes  which  the  English  coal  miner  may  work  in 
a  normal  week,  that  he  actually  does  put  in  forty-three 
hours  and  thirteen  minutes,  or  seven  and  one-fourth 


Digitized  by 


Google 


Normal  Labor  Day  in  Coal  Mines  165 

hours  per  day.  These  seven  and  one-fourth  hours  not 
only  include  the  time  which  he  actually  works  at  the  coal 
face,  but  the  time  spent  in  traveling  from  the  mouth  of 
the  shaft  to  the  place  where  he  works,  and  the  time  taken 
for  lunch.  The  English  committee  therefore  found  that 
on  an  average  the  English  miner  actually  put  in  not  much 
more  than  six  hours  of  actual  work  on  a  normal  workday. 

While  no  accurate  data  are  obtainable  on  which  to 
base  a  similar  computation  for  the  United  States,  it  seems 
highly  probable  that  the  average  number  of  hours  would, 
for  the  whole  country,  be  even  less  than  in  England. 

It  is  usually  assumed  that  a  shorter  work  day  will 
produce  greater  regularity  of  employment  and  that  much 
of  this  loss  of  time  due  to  voluntary  absenteeism  and 
preventable  causes  would  disappear.  Thus  far  the  results 
in  America  do  not  confirm  this  belief.  In  Ohio,  where 
the  eight-hour  day  prevails,  the  average  number  of  days 
worked  in  the  year  1905  were  173,  whereas  in  West 
Virginia,  with  the  ten-hour  day,  the  average  number  of 
days  were  237,  and  in  Virginia  237,  and  in  other  states 
from  150  to  250.  In  no  case,  even  where  the  eight-hour 
day  is  in  force,  do  the  miners  work  the  entire  300  days 
in  the  year. 

It  is  perhaps  true  that  a  shorter  and  more  rigid  labor 
day  will  eliminate  some  of  the  absenteeism  and  induce 
the  operators  to  have  the  breaker  and  other  machinery 
running  more  regularly.  But,  considering  the  character 
of  the  labor  and  the  nature  of  the  industry,  this  would 
by  no  means  make  up  for  the  loss  of  time  due  to  the 
reduction.  It  has  been  estimated  that  in  the  United 
Kingdom  the  total  labor  hours  per  day,  would  be  reduced 
from  6,197,359  to  5,474,328.*  It  is  almost  inconceivable 
that  the  increased  regularity  and  efficiency  of  the  miners 

•  See  Chart  II 
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should  counterbalance  this  enormous  loss  of  time.  In 
some  cases  the  laborers  are  not  working  at  their  maxi- 
mum efficiency  and  in  others  they  have  already  reached 
their  optimum,  and  but  little  increase  is  possible.  The 
increased  efficiency  due  to  shortened  hours  is  more  mani- 
fest where  the  reduction  is  from  twelve  to  nine  than 
where  the  reduction  is  from  nine  to  eight  hours. 

EFFECT  ON   MECHANICAL  EQUIPMENT. 

The  enlargement  of  the  production  per  man  per  hour 
is  much  more  likely  to  result  from  the  improvement  in 
the  mechanical  equipment  of  the  mine.  Improved  and 
larger  breakers,  hoists,  coal  conveyers,  an  increase  in  the 
number  of  shafts,  and  better  methods  for  handling  the 
coal  after  it  leaves  the  mine,  promise  much  larger  increase 
in  output  of  coal  in  the  future.  This  movement  will 
probably  be  hastened  by  an  eight-hour  day — ^but  it  is  a 
movement  which  is  going  on  about  as  rapidly  in  the 
mines  where  the  ten-hour  day  prevails  as  in  the  eight- 
hour  mines,  and  it  cannot  therefore  be  legitimately  called 
a  result  of  an  eight-hour  law. 

ECONOMIC  EFFECTS  OF  THE  EIGHT-HOUR  DAY. 

The  most  important  economic  question  involved  is 
whether  or  not  such  a  law  will  result  in  a  diminution  in 
the  output  of  coal.  This  question  is  answered  affirma- 
tively by  nearly  all  mine  owners  and  by  those  who  oppose 
such  legislation.  Others,  among  whom  are  many  leading 
economists,  labor  union  leaders  and  investigators,  main- 
tain just  as  vigorously  that  the  reduction  of  hours  to 
eight,  will  not  in  the  long  run  decrease  the  output  per 
day  per  man.  Large  amounts  of  statistics  are  cited  on 
both  sides,  but  a  careful  study  reveals  the  fact  that  but 
few  accurate  data  are  available  on  this  specific  problem. 
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If  a  shortening  of  the  labor  day  causes  a  great  reduction 
in  the  output  of  coal  it  is  a  most  serious  matter,  and  is 
of  far  greater  importance  to  the  country  than  a  reduction 
of  output  in  any  other  industry,  since  nearly  all  industries 
depend  to  a  greater  or  less  degree  upon  a  cheap  and  stable 
supply  of  this  commodity.  The  industrial  prosperity  of 
a  country  is  no  longer  measured  by  the  per  capita  con- 
sumption of  meat  and  bread.  Says  Jevons  in  his  treatise 
on  the  Coal  Question:  "Our  subsistance  no  longer  de- 
pends on  our  production  of  com.  The  momentous  repeal 
of  the  com  laws  throws  us  from  com  to  coal.  It  marks 
the  epoch  when  coal  is  finally  recognized  as  the  staple 
produce  of  the  country."  This  epoch,  foreseen  by  Jevons 
for  England  at  the  time  of  the  com  laws,  has  also  arrived 
in  America,  and  if  she  is  to  hold  her  own  in  the  compe- 
tition for  world  markets,  she  must  see  to  it  that  her 
factories,  smelters,  and  steamships  are  supplied  with  as 
cheap  a  fuel  as  her  rivals  England  and  Germany. 

The  most  thorough  investigation  of  this  question  thus 
far  attempted,  has  been  carried  on  by  the  recent 
Miners'  Eight-Hour  Day  Committee  in  England. 
In  a  hearing  before  that  committee,  Mr.  Radcliffe  Ellis, 
the  chief  representative  of  the  mine-owners'  association, 
attempted  to  show  that  a  reduction  of  the  hours  of  labor 
in  the  United  Kingdom  from  the  present  average  of  nine 
hours  and  three  minutes  to  eight  hours  would  mean  a 
reduction  of  31,900,000  tons  per  annum,  or  about  thir- 
teen and  a  half  per  cent,  of  the  total  output.®  This,  he 
maintained,  would  quickly  produce  a  crisis  and  ultimately 
the  downfall  of  England  as  the  industrial  leader  of  the 
world. 

As  far  as  actual  experiments  are  concerned,  Austria 
probably  fumishes  the  best  example.     After  a  trial  of 

•Sec  Chart  II 
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four  years,  the  statistics  compiled  by  the  Austrian  Bureau 
of  Agriculture,  indicate  that  one  hundred  and  seventy- 
five,  out  of  the  total  of  three  hundred  and  two  coal  mines, 
maintained  their  output,  seventy-eight  produced  less  than 
they  had  before,  and  forty-nine  fluctuated  from  year  to 
year. 

The  Royal  Mining  Office  of  Breslau,  Germany,  states 
that  the  reduction  of  the  labor  day  for  the  miners  in 
Lower  Silesia  resulted  in  from  six  to  twenty  per  cent, 
decrease  in  the  output,  and  in  only  three  mines  was  it 
increased.  On  the  other  hand,  the  secretary  of  the  York- 
shire Coal  Masters'  Association  states  that  the  eight-  hour 
day  had  increased  the  output  in  the  Yorkshire  collieries, 
whereas  in  Cumberland  a  three-fourths  hour  reduction 
resulted  in  an  eleven  per  cent,  diminution  in  the  coal 
product. 

The  evidence  therefore  shows  what  we  would  naturally 
expect  it  to  show,  that  the  output  is  increased  under  cer- 
tain conditions  and  decreased  under  others.  It  depends 
on  the  character  of  the  men,  the  character  of  the  coal  bed, 
and  the  character  of  the  management,  whether  one  result 
or  the  other  follows. 

Generalizations  are  exceedingly  dangerous  and  they 
often  mean  nothing,  but  if  the  meager  data  obtainable  in 
the  United  States  may  be  made  the  basis  of  a  general 
conclusion,  it  may  be  formulated  as  follows :  A  reduction 
of  the  labor  day  in  Pennsylvania  and  West  Virginia  will 
not  result  in  an  enormous  curtailment  of  production,  as 
is  maintained  by  the  operators,  nor  will -it  result  in  in- 
crease of  output,  as  contended  by  some  writers ;  but  it  will 
result,  for  a  time  at  least,  in  a  reduction  of  the  quantity 
of  coal  put  upon  the  market,  and  that  in  turn,  unless  a 
crisis  sets  in,  will  mean  higher  prices  both  to  the  manu- 
facturer and  the  domestic  consumer. 
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In  the  long  run  the  mining  industry  will  easily  make 
up  for  the  curtailment  of  production  brought  about  by 
a  short  labor  day.  As  an  illustration  of  the  possible 
expansion  of  coal  production  under  an  eight-hour  day, 
it  is  only  necessary  to  observe  the  extraordinary  increase 
in  the  output  of  the  mines  of  Illinois,  just  before  the  two- 
year  agreement  between  the  miners  and  the  operators 
expired,  on  April  19,  1906.  (See  Chart  III.)  If  at  that 
time,  in  anticipation  of  a  strike,  the  output  could  be  in- 
creased over  a  million  tons  above  the  highest  point 
reached  by  production  during  the  busiest  season  of  the 
year,  it  is  reasonable  to  suppose  that  in  the  coimtry  as  a 
whole,  a  small  increase  in  price  would  in  the  long  nm 
bring  about  a  more  than  equivalent  increase  in  production. 

In  attempting  to  pass  upon  the  question  whether  a 
legal,  rigid  eight-hour  day  should  be  introduced  in  spite 
of  the  probable  reduction  of  output,  it  is  necessary  to 
consider  both  its  effects  upon  the  miners,  whose  motto  is, 
"Whether  you  work  by  the  piece  or  the  day,  reducing 
the  hours  increases  the  pay",  and  also  the  effect  upon  the 
industries  dependent  upon  the  coal  supply.  So  far  as  the 
miners  are  concerned,  there  seems  to  be  almost  unanimity 
of  opinion  that  a  regular  eight-hour  day  would  be  ad- 
vantageous. There  is  nothing,  says  Charles  Booth,  that 
so  tends  to  demoralize  the  character  of  a  body  of  work- 
men as  irregularity  of  employment. 

The  educational  movement,  the  Americanization  of  the 
aliens,  the  development  of  thrift  and  manhood,  are  all 
fostered  by  short  regular  employment.  It  will  give  the 
miner  what  Ernest  Abb6  said  every  man  was  entitled  to, 
namely :  "Eight  hours  for  work,  eight  hours  for  sleep, 
and  eight  hours  to  be  a  man."  But  the  laborers  are  not 
the  only  ones  to  be  considered.  The  great  outside  public 
has  become  a  third  partner  in  the  coal  industry.    Its  in- 
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terests  must  also  be  considered.  The  public  is  vitally 
interested  in  the  elimination  of  everything  that  produces 
disturbances  in  the  regular  supply  of  coal.  The  Bureau 
of  Labor  reports  that  in  the  twenty  years,  1881-1900, 
13,116,  or  eleven  and  two  tenths  per  cent,  of  all  the 
strikes  in  the  United  States  were  for  a  shorter  labor  day, 
and  in  37,1 13,  or  thirty-one  and  six-tenths  per  cent,  of  all 
the  strikes,  a  shorter  labor  day  was  one  of  the  causes. 
During  the  last  six  years  there  has  been  scarcely  a  single 
great  strike,  in  which  this  question  has  not  been  im- 
portant. If  by  legislation  it  is  possible  to  eliminate  this 
important  cause  of  labor  disputes  in  the  coal  industry  it 
might  be  desirable,  even  if  the  output  were  for  a  time 
reduced. 

In  Illinois  and  Ohio,  two  of  the  greatest  coal-producing 
states,  in  which  the  miners  themselves  have  secured  an 
eight-hour  day,  the  average  number  of  days  worked  by 
the  coal  miners  in  the  year  1905  was  only  one  hundred 
and  seventy-three.  In  Illinois  the  average  for  1906  was 
only  one  hundred  and  seventy-two  days,  and  for  the 
fourteen  years  ending  1906  the  average  was  one  hundred 
and  eighty-four  days.  In  Pennsylvania,  West  Virginia, 
and  Virginia,  states  in  which  the  longer  days  prevail, 
where  the  unions  have  not  been  strong  enough  to  win  by 
force  a  shorter  day,  the  average  number  of  days  worked 
each  year  is  very  much  greater.  In  West  Virginia  the 
average  for  1906  was  two  hundred  and  thirty-seven  days, 
for  1905  two  hundred  and  thirteen,  and  for  the  ten  years 
ending  1906  the  average  was  two  hundred  and  twenty- 
four  days. 

The  other  states  show  similar  returns.  These  figures 
help  us  to  appreciate  the  economic  waste  involved  in 
letting  the  contending  factions  fight  it  out.  If,  in  the 
state  of  Illinois,  the  coal  miners  have  been  forced  to  be 
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idle  from  four  to  six  months  each  year  during  the  past 
fourteen  years  in  a  period  of  unprecedented  industrial 
prosperity,  it  would  seem  to  indicate  that  the  systems 
of  fighting  out  industrial  disputes  is  disastrous  to  the 
worker  at  least.  An  average  of  from  four  to  six  months' 
enforced  idleness  on  the  part  of  every  coal  miner  in  the 
state  tells  its  own  story  of  misery  and  loss. 

THE  EIGHT-HOUR  DAY  IN  ITS  RELATION  TO  THE  HEALTH 
OF  THE  MINERS. 

The  ruling  of  the  Supreme  Court  in  the  Utah  case  lays 
particular  stress  on  the  necessity  of  such  legislation  in 
order  to  protect  the  health  of  the  miners.  The  question 
naturally  arises  whether  a  shorter  labor  day  does  mate- 
rially benefit  the  health  of  the  miners  and  whether  the 
miner's  health  is  such  that  he  needs  protection.  Very 
few  reliable  data  can  be  found,  but  if  we  can  accept  the 
results  of  the  English  statistics  relating  to  the  health  of 
coal  miners,  we  find  that  mining  is  there  apparently  a 
dangerous  but  not  unhealthy  profession. 

Taking  as  a  standard  the  number  of  males  between  the 
ages  of  twenty-five  and  sixty-five  years,  among  whom  one 
thousand  deaths  occurred  in  1900-2,  the  English  Superin- 
tendent of  Statistics  foimd  nine  hundred  and  twenty-five 
deaths  among  occupied  males,  and  among  the  same  num- 
ber of  coal  miners  actually  following  their  employments, 
only  eight  hundred  and  forty-six  deaths,  whereas  the 
number  of  deaths  among  an  equal  number  of  tin  miners 
is  far  in  excess  of  the  average  for  the  occupied  males  in 
the  country. 

There  are  said  to  be  no  special  diseases  that  particu- 
larly effect  coal  miners.  In  recent  years,  however,  the 
coal  miners  of  Belgium,  Germany,  and  Australia  have  suf- 
fered in  large  numbers  from  an  intestinal  disease  caused 
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by  a  parasite  (Anchylostomiasis).  When  once  introduced 
it  spread  with  great  rapidity,  largely  as  a  result  of  lack  of 
cleanliness  on  the  part  of  the  miners  and  lack  of  sanitary 
appliances  in  the  mines. 

The  disease  is  preventable  in  its  nature,  and  has  not 
as  yet  spread  to  England  or  America.  While  the  occu- 
pation of  the  coal  miner  does  not  appear  to  be  especially 
imhealthy  either  in  England  or  America,  it  does  not  fol- 
low that  shorter  hours  would  not  be  beneficial  to  the 
health  of  the  miners.  According  to  the  scanty  informa- 
tion obtainable  from  England,  those  counties  in  which  the 
mortality  was  highest  were  also  the  counties  having  the 
longest  hours  for  coal  miners,  whereas  the  lowest  mor- 
tality rate  is  found  in  those  mining  districts  in  which  the 
labor  day  is  shorter  than  the  average.  There  is  not 
enough  evidence  to  warrant  any  generalization  on  the 
subject,  since  none  of  the  state  mining  inspectors  or 
bureaus  of  labor  have  given  the  subject  much  attention. 

ACCIDENTS  IN   COAL  MINES  AND  THE  LABOR  DAY. 

On  the  other  hand,  considerable  attention  has  recently 
been  given  to  the  causes  and  prevention  of  accidents  in 
coal  mines.  The  terrible  catastrophes  both  in  the  United 
States  and  in  foreign  countries  have  aroused  public  senti- 
ment everywhere,  and  in  response  to  this  demand,  several 
states  are  now  making  statistics  of  accidents,  and  investi- 
gating their  causes  and  methods  of  prevention.  The 
advocates  of  the  eight-hour  day  in  coal  mines  maintain 
that  accidents  are  often  due  to  the  exhaustion  and  care- 
lessness brought  about  by  long  hours.  Furthermore,  it 
is  claimed  that  a  shorter  labor  day  would  promote  educa- 
tion, which  in  turn  would  tend  to  lessen  the  possibility 
of  accidents,  since  many  of  them  are  due  to  ignorance, 
rather  than- to  carelessness. 
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The  opponents  of  such  a  measure  claim,  on  the  other 
hand,  that  an  eight-hour  day  will  cause  excessive  haste 
and  carelessness,  since  nearly  all  miners  are  paid  by  the 
ton  instead  of  by  the  day,  and  in  order  to  do  the  same 
amount  of  work  in  eight  hours  as  they  now  do  in  ten, 
miners  will  give  less  attention  to  the  timbering,  the  roof, 
etc.,  thus  increasing  the  probability  of  accident.  If  a 
shorter  labor  day  would  really  result  in  greatly  increased 
speed,  this  conclusion  would  probably  be  sound,  but  in 
many  cases  it  is  asserted  that  the  miner  will  not  work 
any  faster,  but  will  simply  utilize  the  time  which  is  now 
wasted  and  thus  maintain  the  output  per  day.  If  acci- 
dents were  particularly  numerous  during  the  last  hours 
of  the  day,  as  we  would  expect  in  case  they  are  due  to 
fatigue  and  carelessness,  a  shorter  day  would  tend  to 
diminish  their  number,  but  statistics  seem  to  show  that 
the  majority  of  all  mine  accidents  occur  in  the  earlier 
hours  rather  than  in  the  latter  part  of  the  day.  They 
are  more  frequent  where  foreigners  are  employed  than 
among  native-bom  miners,  and,  according  to  the  data 
gathered  by  the  inspectors  of  West  Virginia,  vary  in- 
versely with  the  length  of  time  the  workmen  have  been 
engaged  in  mining. 

The  long  labor  day  does  not,  therefore,  appear  to  be 
a  direct  cause  of  accident.  There  may  be  a  slight  indirect 
relation,  but  this  also  is  very  uncertain.  The  long  labor 
day  makes  it  more  profitable  to  employ  cheap  foreign 
labor  than  under  an  eight  hour  day.  These  foreigners, 
ignorant  of  the  language  of  the  bosses  and  the  managers, 
can  with  difficulty  be  taught  the  most  elemental  principles 
of  safe  mining.  In  some  of  the  German  mines  this 
danger  is  deemed  so  great,  that  foreigners  who  do  not 
understand  the  German  language  are  refused  permission 
to  work  underground.     A  compulsory  eight  hour  day 
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would  make  it  unprofitable  to  employ  the  cheapest  grade 
of  labor  now  utilized,  and  native-bom  miners  would,  it  is 
believed,  take  the  place  of  the  immigrants. 

THE  MEANING  OF  AN  EIGHT  HOUR  DAY. 

An  eight  hour  day  in  coal  mining  has  no  definitely 
established  meaning  such  as  it  has  in  the  factory.  The 
men  must  descend  the  shaft  a  few  at  a  time  and,  where 
the  number  of  workmen  is  large,  this  operation  takes 
from  fifteen  minutes  to  an  hour.  In  England  the  aver- 
age is  half  an  hour,  whereas  in  America  the  average  is 
perhaps  lower  because  many  of  the  mines  are  very  near 
the  surface.  The  eight-hour  day  as  interpreted  by  the 
English  Committee  means  a  'bank  to  bank'  day,  which 
means  a  period  of  eight  hours'  duration  under  ground 
for  each  individual  miner.  It  may  be  calculated  from  the 
time  the  first  cage  in  the  morning  leaves  the  mouth  of 
the  mine  to  the  time  when  the  first  cage  in  the  evening 
carrying  miners  reaches  the  surface,  or  it  may  be  cal- 
culated from  the  time  the  last  cage  leaves  the  mouth  of 
the  shaft  to  the  last  cage  in  the  evening.  Another  way 
to  measure  the  eight  hour  day  is  to  calculate  it  from 
the  descent  of  the  first  man  to  the  ascent  of  the  last  man, 
thus  confining  all  the  operations  of  the  colliery  to  certain 
specified  hours.  This  method  would  make  the  average 
time  of  all  miners  underground,  from  eight  and  a  quarter 
to  eight  and  a  half  hours. 

Another  method  of  interpreting  the  term  "eight  hour 
day"  is,  that  it  means  eight  hours  for  raising  coal  and 
that  the  men  shall  be  raised  or  lowered  before  and  after 
this  period  of  time.  This  is  the  method  used  in  many  of 
the  mines  in  Germany.  According  to  the  regulations  of 
the  Royal  Coal  Mines,  it  is  counted  "from  the  termination 
of  the  lowering  of  the  men  in  the  cages  to  the  beginning 
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of  the  raising  of  the  men".  In  the  Central  States  where 
the  so-called  eight  hour  day  now  exists  it  is  in  reality  an 
eight  and  one-half  hour  labor  day.  The  miner,  in  most  of 
the  bituminous  mines,  has  to  be  in  his  working  place  and 
not,  as  in  Germany,  at  the  shaft  of  the  mine  at  both  the 
beginning  and  the  end  of  the  eight  hours,  which  means 
that  he  has  to  be  hoisted  and  lowered  on  his  own  time  and 
furthermore  has  to  travel  to  and  from  the  place  of  work 
from  the  base  of  the  shaft,  which  in  some  mines  is  a 
distance  of  nearly  four  miles.  As  the  shaft  is  deepened 
and  as  the  workings  progress,  the  miners'  labor  day  will 
thus  gradually  become  longer,  until  another  limit  is  estab- 
lished, usually  as  a  result  of  a  strike  or  a  labor  struggle. 
This  condition  prevails  more  or  less  generally  in  all  the 
coal  mining  states  east  of  the  Mississippi,  and  that  means 
that  the  labor  day  agreed  upon  in  1897  will  in  time  grow 
longer  and  longer,  and  thus  become  a  cause  of  future 
labor  disputes. 

Legislation  is  therefore  not  only  needed  in  Pennsyl- 
vania, West  Virginia,  and  the  South,  where  the  long  day 
prevails,  but  in  the  very  states  in  which  the  eight  hour  day 
is  said  to  prevail,  in  order  to  establish  a  uniform  and 
unchangeable  normal  bank  to  bank  day,  so  as  to  fix  by 
law  the  unit  of  measurement  of  labor  just  as  at  present 
weights  and  measures  are  established.  This  being  fixed 
there  would  still  be  ample  scope  for  collective  bargaining 
between  the  miners  and  the  operators  concerning  the 
wages  or  rate  per  ton.  Such  labor  legislation  could  be 
introduced  most  advantageously  in  a  time  of  industrial 
depression  when  the  demand  for  coal  is  declining.  At 
such  times  there  will  not  be  so  much  opposition  to  it  on 
the  part  of  the  operators,  nor  will  it  result  in  a  great  in- 
crease in  the  price  of  coal.  In  many  states  the  machinery 
for  carrying  out  such  a  law  is  already  in  existence,  for 


Digitized  by 


Google 


176  American  Economic  Association 

the  duties  of  the  present  mining  inspectors  could  easily 
be  enlarged. 

A  RIGID  OR  ELASTIC  EIGHT  HOUR  DAY. 

It  is  important  to  consider  whether  such  a  law  should 
be  absolutely  rigid  and  uniform  or  whether  temporary 
or  permanent  exceptions  should  be  allowed,  by  giving 
some  official  in  authority,  power  to  issue  permits  to 
operate  longer  than  eight  hours  per  day.  Permanent 
exemptions  might  be  granted  in  those  cases  where  mines 
would  have  to  be  shut  down,  were  the  law  rigidly  en- 
forced. Temporary  exemptions  might  be  granted  for 
a  month  or  two  in  times  of  emergency  when  the  demand 
for  coal  is  excessively  great  and  the  supply  inadequate. 
In  France  where  this  system  has  been  tried  the  temporary 
exemptions  have  aroused  bitter  criticisms,  whereas  no 
complaints  have  been  heard  with  regard  to  the  permits 
for  the  poorer  mines.  It  is  a  question  whether  such  an 
elastic  system  could  be  carried  out  in  the  United  States. 
Where  a  suitable  scheme  of  enforcement  could  be  devised, 
it  would  seem  exceedingly  desirable,  if  exemptions  could 
be  granted  to  those  mines  whose  profits  are  so  small,  that 
they  could  not  continue  in  operation  under  an  eight  hour 
system.  This,  however,  is  a  question  of  administration 
and  expediency  rather  than  one  of  policy.  In  any  case, 
what  is  needed  first  of  all,  is  investigation.  To  this  end 
there  should  be  more  cooperation  between  the  state  and 
national  investigating  agencies.  To  obtain  valuable  re- 
sults some  uniformity  of  terms  and  their  meanings  should 
be  agreed  upon,  and  special  attention  given  to  the  actual 
conditions  in  the  coal  mines  of  each  state.  Such  investi- 
gation should  precede  legislation  so  that  the  law-makers 
may  know  exactly  what  changes  such  a  law  will  bring 
about,  how  many  laborers  and  how  many  mines  will  be 
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affected,  and  what  the  probable  diminution  of  output 
will  be. 

The  shorter  labor  day  is  bound  to  come.  If  it  is  not 
introduced  by  legislation,  it  will  come  as  a  result  of 
industrial  war  and  at  an  enormous  cost  to  the  country  at 
large.  The  economists  and  writers  on  this  subject  seem 
to  be  divided  into  two  great  camps.  One  group,  like 
Professor  Ashley,  the  representative  of  industrial  im- 
perialism, believes  that  brute  force  will  in  the  end  have  to 
settle  all  these  questions,  that  it  is  best  to  let  the  laborers 
and  the  employers  fight  it  out  if  such  disputes  are  to  be 
permanently  settled.  They  believe  that  legislation  usu- 
ally interferes  with  the  natural  trend  of  events  without 
really  accomplishing  anything.  Says  Professor  Ashley 
in  his  book  on  the  Adjustment  of  Wages,  "For  it  has  to 
be  clearly  understood  that  the  ultimate  arbiter  in  the 
industrial  world  as  in  the  world  of  international  politics 
is  force.  The  determining  decisions  can  commonly  only 
be  arrived  at  by  a  trial  of  strength." 

The  other  group  seems  to  believe  that  we  have  reached 
a  stage,  where  the  state  can  put  an  end  to  some  of  these 
industrial  combats,  by  making  laws  which  will  diminish 
the  uncertainty  concerning  mutual  rights.  Legislation 
cannot  of  course  do  everything.  Legislation  can  only  be 
successful  where  it  is  backed  by  a  party  or  public  senti- 
ment strong  enough  to  enforce  the  law.  Where  there 
are  no  miners'  unions,  and  where  the  foreign  elements 
predominate  in  the  coal  mines,  it  is  doubtful  whether  an 
eight  hour  law  would  be  effective.  But  wherever  the 
miners  have  aggressive  organizations,  they  could  secure 
the  enforcement  of  an  eight-hour  law,  even  though  they 
are  not  able  to  win  an  eight-hour  day  by  force. 
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I.  Number  of  miners  employed  each  month  in  Ohio  in  1905. 
Reproduced  from  the  Appendix  of  the  Report  of  the  Miners*  Eight  Hour 
Day  Commission  of  England. 
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II.    The  labor  day  in  the  coal  mines  of  England. 
The  part  above  the  broken  line  shows  the  time  which  would  be  lost  by 
the  introduction  of  an  eight  hoar  day.     From  Report  of  Miners'  Eight 
Hoor  Day  Commission. 
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IV.    Labor  day  in  the  coal  mines  of  Virginia,  1906 


V.     Anthracite  coal  companies  in  Pennsylvania  in  1905  with  labor  day. 
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WORKINGMAN'S  INSURANCE  IN  ILLINOIS. 

CHARLES  R.  HENDERSON. 

I. 

ORIGIN  OF  THE  MOVEMENT. 

When  President  Roosevelt  was  Governor  of  New 
York  in  1899,  an  effort  was  made  in  the  New  York 
legislature  to  introduce  a  compensation  law,  such  as  had 
been  passed  in  England  in  1897.  Governor  Roosevelt 
was  eager  to  have  it  passed,  but  the  representatives  of 
the  trade  tmions  were  instructed  to  work  for  a  more  strin- 
gent liability  law,  and  the  movement  was  retarded,  tem- 
porarily defeated. 

In  the  year  1902,  Senator  David  J.  Lewis,  a  lawyer, 
introduced  into  the  legislature  of  Maryland  a  bill  in- 
tended to  encourage  or  virtually  compel  employers,  in 
certain  dangerous  occupations,  to  provide  insurance  for 
their  employees.  There  was  in  the  law  a  drastic  pro- 
vision extending  the  scope  of  liability,  and  then  the  em- 
ployer was  permitted  to  avoid  this  liability  by  paying 
given  simis  to  the  State  Insurance  Commissioner  for  the 
creation  of  a  fund,  out  of  which  a  death  indemnity  of 
a  thousand  dollars  should  be  paid.  The  law  was  passed, 
and  a  number  of  death  benefits  were  paid  out  by  the 
Insurance  Commissioner.  It  was  declared  unconstitu- 
tional by  an  inferior  court,  on  the  ground  that  the  law 
gave  judicial  powers  to  an  administrative  officer.  No 
case  has  been  carried  up  to  the  Court  of  Appeals,  and 
the  final  test  has  not  been  applied.  The  author  of  the 
bill  thinks  that  the  indifference  of  employers  to  the  law 
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was  due  to  the  fact  that  the  number  of  cases  attributable 
to  negligence  is  so  small  that  freedom  from  liability, 
under  that  clause,  is  not  sufficient  motive  to  induce  them 
to  go  to  the  trouble  to  insure  their  employees.^ 

This  experiment  seems  to  indicate  that  we  cannot  make 
progress  by  indirection.  The  legal  principle,  underlying 
the  present  liability  law,  is  that  of  damage  due  by  the 
employer  to  an  employee  injured  in  consequence  of  culp- 
able negligence;  while  insurance  is  based  on  a  broad 
social  policy,  in  which  personal  culpability  is  hardly  con- 
sidered.    Oil  and  water  do  not  mix. 

On  June  5,  1903,  the  legislature  of  Massachusetts  in- 
structed the  governor  to  appoint  a  committee  to  report 
on  laws  on  the  relations  between  employers  and  em- 
ployees. On  Jan.  13,  1904,  they  reported  a  bill,  prac- 
tically the  same  as  the  British  Compensation  Act  of  1897, 
amended  1900.  This  bill  was  discussed  and  defeated, 
on  the  ground  that  such  a  law  would  place  a  burden  on 
the  manufacturers  of  Massachusetts,  which  would  not 
be  borne  by  these  in  states  not  having  such  a  law,  and 
would  cripple  them  in  competition.  Legal  criticisms 
have  exposed  several  other  objections.^ 

The  German  exhibit^  of  the  German  social  policy  at 
the  Expositions  of  1893,  in  Chicago,  and  of  1904,  in  St. 
Louis,  contributed  greatly  to  public  interest  and  intelli- 
gence. The  exhibits  of  the  United  States  showed  in 
pitiful  contrast,  and  awakened  shame  and  resolve  in  many 
minds. 

II. 

THE  ACTS  OF  THE  LEGISLATURE  OF  ILLINOIS. 

The  immediate  occasion  for  the  introduction  of  the 
subject  in  the  legislature  of  Illinois  was  the  defeat  of  the 


*  See  American  Journal  of  Sociology,  Sept.,  1907,  p.  196. 
'  See  Article  of  Professor  E.  Freund,  Green  Bag,  1907. 
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effort  of  trade  unions  to  make  the  liability  law  more 
drastic  by  statute,  since  Illinois  has  the  Old  English 
Common  law  to  regulate  employers'  liability  for  n^- 
ligence.  This  defeat  occurred  near  the  end  of  the  session, 
but  the  friends  of  the  movement  succeeded  in  having 
passed  (May  2,  1905,  in  the  House,  May  4,  in  the  Sen- 
ate), a  joint  resolution  which  reads  as  follows: 

''Whereas,  The  limited  time  at  the  disposal  of  the 
present  session  of  the  General  Assembly  is  insufficient 
to  take  up,  much  less  carefully  and  fully  consider,  the 
important  subject  of  industrial  insurance  including  pen- 
sions for  aged  workers,  protective  measures  in  the  inter- 
est of  the  working-men,  which  in  other  countries  have 
proved  of  great  value  and  benefit;  and. 

Whereas,  Even  in  the  most  favored  countries  the 
margin  between  work  and  want  is  an  exceedingly  narrow 
one;  besides  there  can  be  no  apprehensions  more  keen 
or  pitiless  than  the  constant  clinging  dread  shared  equally 
by  all  wealth  producers  that  misfortune  in  the  form  of 
sickness,  the  liability  to  become  incapacitated  through 
accident  or  by  time's  inevitable  advance  accompanied  by 
waning  strength,  there  will  be  lacking  the  means  neces- 
sary for  ordinary  maintenance.  This  most  melancholy 
fact,  of  which  all  are  conscious,  poisons  the  present  and 
fills  the  future  with  fears.  The  so-called  civilized  in- 
dustrialism of  our  day  can  be  subject  to  no  stronger 
criticism  than  the  charge,  fortified  by  universal  experience, 
that  the  men  and  women  whose  productive  energy  have 
contributed  so  much  to  our  wealth,  progress  and  develop- 
ment, leading  simple,  unexpensive  lives,  become  in  their 
declining  years  powerless,  principally  because  they  are 
penniless;  and, 

Whereas,  It  ought  to  be  the  duty  of  the  law-making 
power  of  the  state  to  prevent,  so  far  as  legislative  aid 
and  encouragement  can  modify,  this  deplorable  state  of 
affairs ;  therefore,  be  it 

Resolved,  By  the  House  of  Representatives,  the  Senate 
concurring  herein,  That  the  Governor  is  hereby  author- 
ized and  requested  to  appoint  a  commission  consisting 
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of  five  representative  men  who  shall  serve  without  re- 
muneration and  whose  duties  shall  be  to  thoroughly  in- 
vestigate and  report  to  the  Governor  the  draft  of  a  bill 
providing  a  plan  for  industrial  insurance  and  working- 
men's  old  age  pension  for  consideration  and  action  by 
the  members  of  the  Forty-fifth  General  Asembly." 

In  accordance  with  this  instruction,  Governor  Deneen 
appointed  a  commission :  Charles  H.  Hulburd,  a  business 
manager,  president;  Adolph  E.  Adeloff,  a  representative 
of  trade  unions;  David  Kinley,  University  of  Illinois; 
Harrison  F.  Jones,  a  lawyer  and  administrator  of  a  rail- 
road insurance  scheme;  and  Charles  R.  Henderson,  secre- 
tary. The  legal  advisers  of  the  commission  were  Mr.  C. 
H.  Hamill  ahd  Professor  E.  Freund,  whose  aid  was  very 
much  appreciated. 

III. 

REPORT  OF  THE  COMMISSION. 

By  quoting  a  few  paragraphs  from  the  report  of  this 
commission  we  can  best  review  the  argument  presented: 

"The  duty  of  the  commission  is  clearly  and  compre- 
hensively stated  in  the  resolution  of  the  General  Assembly 
and  the  necessity  for  its  work  is  indicated  in  the  preamble. 
Under  modem  conditions  of  industry,  as  compared  with 
those  in  the  days  of  our  ancestors,  the  causes  of  injury 
and  disease  are  multiplied  by  the  use  of  rapid,  steam- 
driven  machinery,  by  congestion  in  crowded  shops  of 
towns  and  cities,  and  by  the  increased  strain  of  life;  at 
the  same  time  the  operatives  have  no  longer  ownership 
and  control  of  the  instnunents  of  production,  no  voice 
in  the  management  of  the  process,  no  vote  in  shaping  the 
physical  conditions  under  which  they  must  toil,  and  no 
share  in  the  profits  of  the  business.  The  vast  majority 
of  industrial  laborers  live  upon  wages  and  are  imder  the 
direction  of  managers  on  whom  they  are  economically 
dependent. 

"Under  these  conditions  some  measure  of  legal  con- 
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trol,  independent  of  both  employers  and  employees,  is 
recognized  to  be  necessary  in  all  civilized  nations.  The 
wage-worker  produces  for  the  common  benefit,  and  when 
he  is  rendered  incapable  of  earning  by  injuries  caused  by 
his  employment  he  ought  not  to  bear  alone,  and  in  the 
hour  of  his  deepest  need,  the  full  burden  of  the  loss.  All 
the  great  nations  have  accepted  the  duty  of  social  insur- 
ance except  our  own  country ;  and  it  is  not  to  be  thought 
that  we  shall  long  remain,  morally,  in  the  rear. 

"The  commission  was  specifically  and  distinctly  re- 
quired by  law  to  study  the  entire  question  in  all  its 
aspects,  and  to  offer  the  draft  of  a  bill  embodying  their 
conclusions  in  form  for  legislation.  It  should  be  noticed 
that  they  were  required  to  offer  a  bill  embodying  the 
principle  of  insurance  in  some  form :  'Whose  duties  shall 
be  to  thoroughly  investigate  and  report  to  the  Governor 
the  draft  of  a  bill  providing  a  plan  for  industrial  insur- 
ance and  workingmen's  old  age  pensions  for  considera- 
tion and  action  by  the  members  of  the  Forty-fifth  General 
Assembly.' 

"To  meet  the  needs  of  insurance  in  case  of  disability 
or  death  of  workingmen  several  legal  systems  have  been 
devised  in  civilized  and  progressive  nations:  (a)  The 
method  of  making  the  employer  liable  for  injuries  to 
workmen  so  far  as  they  are  due  to  negligence  or  fault 
of  the  employer.  This  is  the  present  law  of  Illinois  and 
was  formerly  the  law  of  European  countries,  (b)  The 
method  of  requiring  the  employer  to  pay  a  measured 
compensation  to  workmen  injured,  or  to  the  dependents 
of  workmen  killed  by  occupational  accidents,  whether  the 
employer  is  negligent  or  not.  This  is  the  British  law, 
and  a  bill  to  the  same  effect  was  introduced  and  defeated 
in  Massachusetts,  in  1904.  (c)  The  method  of  encour- 
aging or  requiring  employers  to  insure  all  workmen  in 
some  substantial  company  or  association.  This  is  sub- 
stantially the  French  law  of  1898,  recently  much  extended 
in  scope,  (d)  The  method  of  compulsory  insurance,  the 
only  complete  and  adequate  system,  as  found  in  Germany 
and  Austria.  There  are  various  intermediary  types,  but 
all  tend  toward  compulsory  insurance  of  some  kind,  since 
this  alone  is  complete. 
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"The  present  law  in  Illinois  is  the  ancient  English 
common  law  interpreted  by  court  decisions.  The  essen- 
tial principle  of  this  law  is  that  an  employer  is  bound  to 
take  reasonable  care  to  prevent  the  injury  of  persons 
employed,  and  that  an  injured  workman  may  recover 
damages  for  loss  of  income  due  to  the  negligence  of  the 
employer.  The  law  recognizes  an  obligation  of  the 
employer  to  provide  indemnity,  but  in  practice  this  pro- 
tection is  utterly  unsatisfactory.  The  law  in  its  present 
state  does  not  define  the  obligation  nor  measure  its  extent. 
The  decisions  of  juries  are  so  utterly  inconsistent  and 
capricious  that  they  seem  to  have  no  uniform  and  equit- 
able basis.  Indemnity  for  loss  of  earning  power  should 
be  based  on  the  extent  of  that  loss,"  but  there  is  no  definite 
legal  tariff  of  rates  for  the  guidance  of  courts ;  and  this 
uncertainty  makes  it  impossible  for  the  business  world 
to  make  regular  provisions  for  the  inevitable  expense. 
But  even  if  the  law  were  explicit  and  clear  in  its  definition 
of  obligation,  fatal  objections  remain.  The  workman 
must  prove  negligence,  and  this  is  extremely  difficult. 
This  state  of  the  law,  taken  in  connection  with  the 
crowded  condition  of  the  court  dockets,  provokes  litiga- 
tion and  increases  the  proverbial  delay  of  justice.  The 
state  is  put  to  enormous  cost  on  this  account ;  the  wounded 
workman  or  his  bereaved  family  must  wait  for  long 
years,  meantime  without  means  of  support,  until  a  de- 
cision is  reached.  Then  it  may  be  carried  up  to  a  higher 
court  and  reversed.  If,  by  some  chance,  the  worlonan 
or  his  family  is  awarded  indemnity,  a  large  part  must  be 
taken  for  legal  expenses. 

"Employers,  on  their  side,  are  annoyed  by  the  working 
of  the  law.  They  are  compelled,  in  self-defense  and  to 
avoid  ruinous  awards  of  juries,  to  resist  every  case  or  to 
pay  heavy  premiums  to  liability  insurance  companies  to 
carry  a  part  of  their  risk.  These  premiums  and  expenses 
constitute  an  enormous  addition  to  the  cost  of  production 
of  commodities,  for  which  consumers  have  to  pay,  and 
cripple  the  nation  in  competition  with  other  nations  in  the 
markets  of  the  world.  Even  after  paying  the  cost  many 
of  the  workmen  who  are  injured  and  have  no  legal  re- 
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dress  must  be  supported  by  public  and  private  charity. 

"The  most  serious  objection  to  the  law  in  Illinois  and 
other  states  is  that  it  affords  at  best  protection  in  only  a 
small  number  of  cases.  With  all  the  partiality  of  juries 
for  plaintiff,  no  lawyer  can  hope  to  win  on  the  plea  of 
negligence  of  the  employer  in  more  than  a  small  per- 
centage of  cases,  estimated  by  some  at  10  to  15  per  cent, 
of  all  accidents.  Usually  the  accident  is  simply  an  inev- 
itable consequence  of  the  business  and  the  ratio  of  acci- 
dents varies  with  the  nature  of  the  business,  some  trades 
being  much  more  hazardous  than  others. 

"It  is  obvious  that,  no  matter  how  drastic  and  vigorous 
the  liability  law  may  be  made  by  statute,  it  never  can 
afford  such  protection  as  modem  workingmen  require. 
An  employee  who  is  disabled  for  life  by  an  accident  needs 
an  insurance  fund  for  his  support,  and  if  he  is  killed  his 
family  need  help,  whether  the  employer  is  negligent  or 
not.  No  law  which  gives  relief  in  only  a  small  minority 
of  cases  can  meet  the  situation.  It  is  not  prudent  to  edu- 
cate masses  of  men  to  regard  the  law  as  a  mockery  and 
delusion. 

"Furthermore,  the  only  effect  of  severe  legislation  di- 
rected against  employers  is  to  cause  them  to  combine  to 
resist  it,  to  organize  to  insure  themselves  against  the 
higher  degree  of  risk,  and  to  intensify  hostility  and  fric- 
tion between  men  who  are  associated  in  enterprise.  There 
is  already  more  antagonism  and  bitterness  than  is  whole- 
some for  our  national  life;  and  no  law  ought  to  be 
framed  which  history  proves  must  have  the  inevitable 
tendency  to  deepen,  widen,  and  inflame  social  distrust  and 
opposition  of  interests. 

"It  is  sometimes  argued  that  severe  liability  laws  will 
make  the  employer  more  careful  to  prevent  accidents; 
but  experience  in  older  countries  shows  that  there  is  a 
more  direct,  certain,  efficacious,  and  economical  method. 

"The  present  law  is  rapidly  producing  antagonism  to 
casualty  insurance  companies  because  it  perverts  their 
social  purpose  by  making  them  a  barrier  between  em- 
ployer and  employee.  Under  the  bill  we  propose,  the 
casualty  companies,  as  in  England  and  France,  would  be 
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a  natural  mediator  and  friendly  helper  of  both  sides  in 
interest,  and  thus  their  legitimate  business  would  be  in- 
creased without  awakening  distrust  and  hatred  as  at  pres- 
ent is  true.  It  is  chiefly  a  defect  in  our  law  which  has 
g^ven  occasion  for  the  development  of  a  kind  of  insur- 
ance which  is  satisfactory  neither  to  employer  nor  work- 
man; for  the  law  actually  creates  an  artificial  risk  of 
unknown  extent  against  which  men  are  constrained  to 
insure  at  extravagant  rates. 

"Considerations  of  timeliness  have  induced  us,  though 
with  reluctance,  to  offer  a  law  which  will  not  fully  meet 
the  requirements  of  the  future,  but  we  think  it  marks  a 
definite  stage  of  progress  and  will  help  to  hasten  the  day 
of  universd  and  complete  insurance.  Through  actual 
trial  and  experiment  its  limitations  will  be  discovered,  its 
defects  corrected,  its  provisions  extended,  and  its  admin- 
istration improved. 

"The  law  herewith  offered  conforms  in  its  fundamental 
outlines  and  principles  to  the  requirements  of  the  joint 
resolution  of  the  General  Assembly  of  1905 ;  and  if  it  is 
adopted  and  put  in  practice  by.  employers  it  will  afford 
to  workmen  vastly  greater  security  than  they  can  at 
present  enjoy  and  will  remove  many  of  the  anxieties  of 
employers.  It  would  afford  a  method  of  insuring  all 
workmen  in  all  hazardous  occupations  where  it  is  used. 
It  would  give  freedom  to  employers  to  avail  themselves 
of  any  practical  and  reliable  insurance  agency,  whether 
casualty  company,  mutual  insurance  association,  or  cor- 
poration fund.  It  would  leave  trade  unions  as  free  as 
they  are  now  to  increase  their  own  funds  and  follow  their 
own  methods;  because  the  law  aims  only  at  a  minimum 
insurance  at  lowest  cost,  while  workingmen  may  still  in- 
crease their  benefits  in  other  ways  and  will  have  more 
money  to  do  so.  The  law  will  guarantee  to  workmen 
that  the  employers  pay  a  reasonable  part  of  the  premiums 
in  consideration  of  corresponding  relief  and  advantage 
to  themselves.  It  would  protect  employers  from  being 
heavily  fined  and  threatened  with  bankruptcy  through 
excessive  awards.  It  would  tend  to  prevent  accidents  by 
making  every  employer  and  every  employee  an  interested 
inspector. 
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"We  have  thought  it  wise  to  recommend  related  and 
supplementary  legislation,  as  laws  for  improved  pro- 
tective methods  and  a  scientific  investigation  of  occupa- 
tional diseases.  As  these  points  will  be  covered  by  other 
bills  to  be  offered  at  this  session,  we  shall  go  no  further 
than  to  indicate  their  close  relation  with  industrial  insur- 
ance. But  we  wish  to  remind  the  Legislature  that  insur- 
ance organization  tends  to  make  factory  inspection  more 
thorough,  effective,  and  economical ;  because  under  a  sys- 
tem of  insurance  every  employer  and  every  employee  is 
directly  and  financially  interested  in  lowering  the  rate  of 
premiums  or  increasing  the  amount  of  the  benefits,  and 
therefore  is  watchful  to  prevent  both  accidents  and  sick- 
ness by  all  possible  means. 

"Undoubtedly  the  time  is  not  distant  when  our  indus- 
trial states  must  take  up  the  problem  of  legislation  upon 
sickness  insurance.  To  provide  a  scientific  basis  for  such 
l^slation  we  recommend  the  appointment  of  a  compe- 
tent commission  having  the  power  and  the  means  to  make 
a  thorough  study  of  the  kinds,  causes,  and  extent  of  dis- 
eases among  workpeople,  and  the  most  modem  methods 
of  protection,  prevention  and  insurance. 

"The  commission  does  not  recommend  any  legal  meas- 
ures in  relation  to  old  age  pensions,  invalidism,  unemploy- 
ment and  sickness  insurance.  It  seems  that  the  most  nat- 
ural point  of  approach  to  this  whole  range  of  much- 
needed  protection  is  accident  insurance. 

"Already  some  of  the  greater  corporations  are  organ- 
izing old  age  pension  schemes,  and  these  seem  likely  to 
multiply.  Later  they  may  be  better  for  a  measure  of 
legal  r^^lation  or  stimulus.  At  present  it  does  not  seem 
wise  to  lay  before  the  Legislature  drafts  of  laws  for 
which  the  public  is  not  quite  ready,  for  which  there  has 
not  been  adequate  time  for  discussion  and  for  maturing 
plans. 

"By  a  natural  development  accident  insurance  will  lead 
on  to  sickness  insurance  and  old  age  pensions ;  for  it  will 
soon  be  discovered  that  accidents  are  not  the  only  impor- 
tant cause  of  distress  in  the  families  of  workingmen ;  and 
the  benefits  which  will  be  derived  from  accident  insurance 
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will  encourage  the  people  to  demand  an  extension  of  the 
principle  to  other  fields. 

"We  recommend  to  the  Greneral  Assembly : 

"  ( I )  The  consideration  of  the  essential  features  of  the 
bill  herewith  presented,  with  such  modifications  as  may 
be  made  after  full  discussion  of  all  interests  involved  and 
represented. 

"(2)  A  law  almost  identical  with  the  law  of  1905 
(Acts,  p.  293)  on  Mutual  Casualty  Insurance  Companies, 
with  such  changes  as  will  adapt  it  to  the  need  of  a  mutual 
insurance  association  in  which  the  interests  of  the  work- 
ingman  are  more  directly  considered  and  in  the  manage- 
ment of  which  they  are  represented  in  the  relative  meas- 
ure of  their  contributions. 

"We  recommend  the  amendment  of  the  law  of  1905, 
entitled,  *An  Act  to  provide  for  the  organization  and 
management  of  mutual  insurance  corporations  for  the 
purpose  of  furnishing  insurance  and  indemnity  against 
loss  to  members  in  consequence  of  accidents  or  casualties 
to  any  employee,  person  or  persons  occurring  in  or  con- 
nected with  the  business  of  members  thereof ;  and  to  con- 
trol such  corporations  of  this  state  and  other  states  doing 
business  in  this  state  and  providing  and  fixing  the  punish- 
ment for  violation  of  the  provisions  thereof*,  by  inserting 
as  a  second  sentence  in  section  17,  the  following: 

"  'When  insurance  companies  are  organized  for  the 
insurance  of  both  employers  and  employees,  or  for  the 
insurance  of  employees  only,  then  the  directors  shall  be 
composed  of  employers  and  employees  respectively,  in 
equal  numbers.*  '* 

THE  BILL. 

Owing  to  the  fact  that  the  commission  could  not  thor- 
oughly revise  its  bill  before  the  day  set  for  introduction, 
the  form  printed  in  the  report  was  afterward  modified 
and  so  introduced  into  the  Legislature.  I  shall  attempt 
to  give  only  its  essential  principles. 

Section  i  contains  the  most  vital  element : 
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"It  shall  be  lawful  for  any  employer  to  mJike  a  con- 
tract in  writing  with  any  employee  whereby  the  parties 
may  agree  that  the  employee  shall  become  insured  against 
accident  occurring  in  the  course  of  employment  which 
results  in  personal  injury  or  death,  in  accordance  with 
the  provisions  of  this  Act,  and  that  in  consideration  of 
such  insurance  the  employer  shall  be  relieved  from  the 
consequences  of  acts  or  omissions  by  reason  of  which  he 
would  without  such  contract  become  liable  toward  such 
employee  or  toward  the  legal  representative,  widow, 
widower,  or  next  of  kin,  of  such  employee." 

Section  2  provides  for  the  method  of  administration. 

Section  3  defines  the  nature  of  the  insured  risk. 

Section  4  describes  the  beneficiaries. 

Section  5  defines  the  benefits  in  case  of  death,  and  tem- 
porary or  permanent  disability. 

Section  6  requires  the  employer,  in  consideration  of  his 
exemption  from  other  liability,  to  pay  at  least  50  per  cent, 
of  the  premiums. 

Section  7  provides  for  notification  of  injury. 

Section  8  permits  deduction  of  premiums  of  workmen 
from  pay  roll. 

Section  9  provides  for  custody  of  funds. 

Section  10  provides  remedies  for  non-payment  of  pre- 
miums. 

Section  1 1  provides  for  collective  policies. 

Section  12  covers  the  case  of  employees  leaving  service. 

Section  13  provides  for  settlement  of  disputes  by  arbi- 
tration. 

Section  14  protects  the  benefits  from  seizure  for  debt. 

Section  15  provides  that  the  employer  remains  liable 
under  the  common  law. if  he  neglects  requirements  for 
preventing  injuries. 

Section  16  requires  record  of  contracts  and  policies 
with  the  Insurance  Superintendent. 
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Section  17  requires  quarterly  reports  of  settlements 
and  pa)rments. 

Section  18  provides  for  official  forms  of  contracts  and 
policies. 

Section  19  forbids  an  employer  to  make  the  signing  of 
this  contract  a  condition  of  employment.  This  was  added 
after  conference  with  trade  union  men.  In  any  case  it 
would  be  law. 

IV. 

THE  RECEPTION  OF  THE  REPORT. 

The  immediate  fate  of  the  bill  had  been  anticipated  by 
the  commission.  The  members  of  the  commission  real- 
ized from  the  beginning  that  their  functions  were  chiefly 
educational  and  that  neither  employers  nor  employees 
were  prepared  for  immediate  action. 

Few  members  of  the  Legislature  had  gfiven  any  study 
to  the  matter.  The  Senate  committee  which  was  charged 
with  the  bill  gave  the  commission  a  patient  and  intelligent 
hearing.  The  Governor  did  all  that  was  in  his  power  and 
commended  the  report  for  favorable  consideration. 

The  lobby  of  manufacturers  and  railroads  was  there 
to  defeat  another  bill  for  protective  legislation  and  soon 
learned  that  our  bill  was  for  the  present  harmless ;  so  that 
apparently  they  gave  it  no  attention.  Manufacturers 
who  were  consulted  regarded  it  with  favor. 

The  trade  union  representatives  openly  opposed  the  bill 
in  the  committee  hearings  and  elsewhere ;  they  were  sent 
there  with  a  mandate  to  kill  the  proposed  law  and  to  urge 
action  for  protective  legislation  and  a  more  drastic  lia- 
bility law.  It  is  manifest  that, unless  their  attitude  is 
changed  we  cannot  secure  such  legislation ;  for  lawmakers 
will  not  urge  measures  against  their  protest. 

It  is  therefore  important  for  us  to  put  ourselves  in 
their  place  and  try  to  understand  their  reasoning.    From 
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repeated  conversation,  speeches  and  public  articles,  we 
may  conclude  that  their  antagonism  to  insurance  schemes 
is  due  to  several  causes : 

( 1 )  It  became  clear  that  the  trade  unions  have  not  had 
time  to  consider  the  methods  of  insurance ;  and  they  have 
from  some  source  acquired  some  distorted  notions  of 
what  it  means.  As  one  of  the  ablest  men  among  them, 
himself  a  zealous  and  convinced  friend  of  the  movement, 
declared,  "We  did  not  begin  soon  enough".  It  is  en- 
couraging to  know  that  many  of  these  men  are  giving  the 
subject  serious  thought;  in  due  time  they  will  become 
advocates  of  some  form  of  insurance  legislation. 

(2)  The  workingmen  have  been  trained  by  habit  to 
look  to  the  liability  law  for  their  legal  rights  in  cases  of 
injury.  The  law  itself  and  the  procedure  of  courts  have 
drilled  them  to  a  combative  attitude ;  the  suit  is  for  exem- 
plary damages,  retribution  for  personal  wrong,  and  what 
is  sought  is  punishment  of  a  person  guilty  of  an  offense. 
As  experiei:  c  r.i:  ler  the  new  Compensation  law  in  Great 
Britain  shows,  this  hunger  for  revenge  is  not  easily  re- 
moved, after  generations  of  training  under  it. 

(3)  Workingmen  have  been  taught  by  the  common 
law  and  procedure  under  it  to  look  and  fight  for  large 
speculative  awards  from  juries  and  courts.  They  hear 
occasionally  of  awards  of  $5,000  to  $30,000,  and  the  nat- 
ural thirst  of  the  gambler  is  unconsciously  excited  and 
made  feverish  in  them.  They  do  not  think  so  much  of 
the  weary  years  of  waiting ;  of  frequent  defeat  and  disap- 
pointment at  the  end;  of  the  lion's  share  which  goes  to 
the  lawyers  as  contingent  fees.  They  have  not  fully 
comprehended  the  fact  that  only  a  small  part  of  the  acci- 
dents in  occupations  is  really  due  to  negligence  of  the 
employer.  But  many  of  the  men  have  learned  this  lesson 
and  they  will  teach  the  others  in  due  time.  The  workman 
cannot  quite  consent  to  give  up  this  fascinating  pursuit 
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of  a  lottery  chance,  with  rare  grand  prizes,  for  the  sober 
and  measured  methods  of  insurance. 

(4)  Another  cause  of  trade  union  antagonism  to  in- 
surance lay  in  the  feeling  that  our  particular  measure 
comes  short  of  the  best  laws  of  Europe;  that  the  pre- 
miums there  are  all  paid  by  the  employers,  while  we, 
because  we  despaired  of  success  if  we  asked  more,  re- 
quired them  to  pay  only  half  of  the  premiums.  It  is 
acknowledged  that  there  is  justice  in  this  claim. 

It  is  possible  that  some  other  form  of  law  may  be 
found  which  will  meet  this  difficulty.  (For  example, 
might  not  the  benefits  be  reduced  to  an  amount  which 
would  be  covered  by  half  the  proposed  premiums,  and  all 
paid  by  the  employers,  on  condition  that  they  are  released 
from  further  liabilities?  Then  the  workmen  would  be 
free  to  increase  and  even  double  the  benefits  if  they  chose 
by  accepting  the  proposed  contract,  or  by  insuring  them- 
selves in  some  other  way.  Whatever  is  done  at  first  will 
probably  be  a  compromise  measure  which  will  educate 
employees  and  employers  for  something  better.)  Even 
as  the  bill  stands  it  is  better  than  any  of  the  great  railroad 
schemes,  for  in  them  litigation  is  avoided  and  the  men 
pay  almost  all  the  cost  of  insurance. 

(5)  We  did  not  learn  that  the  trade  unions  feared  that 
our  bill  would  weaken  attachment  to  the  unions.  It  is 
possible  that  they  were  to  some  extent  affected  by  this 
fear,  which  could  easily  be  shown  to  be  groundless. 

(6)  Perhaps  the  most  decisive  factor  in  determining 
the  trade  unions  to  antagonize  our  bill  was  their  concen- 
trated effort  to  secure  protective  laws. 

We  did,  indeed,  make  common  cause  with  them;  we 
offered  evidence  to  prove  that  accident  insurance  laws,  by 
requiring  benefits  without  regard  to  proof  of  negligence 
in  all  cases  of  injury,  would  bring  pressure  to  bear  on 
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employers  to  use  devices  for  reducing  the  number  and 
severity  of  accidents. 

But  where  a  body  of  men  are  intent  on  one  single  point 
they  are  apt  to  regard  any  other  proporition  as  a  kind  of 
rival. 

PROBABLE    INFLUENCE   OF   THE    MOVEMENT   IN    ILLINOIS 
TO   SECURE   AN   INDUSTRIAL  INSURANCE   LAW. 

Two  of  the  specific  recommendations  of  the  commis- 
sion were  adopted  by  the  Legislature :  ( i )  the  require- 
ment that  manufacturers  should  report  all  serious  acci- 
dental injuries  to  the  Bureau  of  Labor  Statistics  at  the 
capital;  (2)  the  creation  of  a  new  commission  to  study 
the  questions  relating  to  industrial  diseases. 

The  first  of  these  measures  will  help  to  give  us  argu- 
ments and  statistical  data  for  an  accident  insurance  law ; 
the  second  will  reveal  the  necessity  for  sickness  and 
invalidism  insurance.  Both  will  keep  the  subject  before 
the  public  mind. 

The  question  will  not  down.  The  City  Qub  and  the 
Industrial  Club  of  Chicago  have  already  taken  up  the 
problem  for  serious  consideration.  Lawyers  have  begim 
to  seek  for  a  constitutional  way  out.  Great  newspapers 
are  publishing  stories  of  accidents,  tragic  in  their  conse- 
quences, which  call  for  insurance  protection.  The  char- 
itable societies  are  opening  their  records  to  the  public  and 
revealing  the  causes  of  pauperism  in  accidents,  diseases, 
invalidism,  and  old  age.  The  Board  of  Cook  County  have 
instnicted  their  agents  to  investigate  the  cases  of  depend- 
ent persons  and  families  when  their  need  of  public  relief 
was  due  to  disease  or  accident. 

The  charitable  societies  are  alive  to  the  significance  of 
the  question  and  they  are  studying  their  records  to  dis- 
cover how  far  the  occupation  ought  to  carry  the  burden 
of  incapacity  for  earning  a  living. 
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In  the  preamble  of  both  joint  resolutions  (for  the  in- 
surance commission  and  for  the  industrial  diseases  com- 
mission) the  Illinois  Assembly  fully  committed  itself  to 
the  modem  doctrine  of  social  legislation.  There  is  room 
for  doubt  as  to  their  appreciation  of  the  meaning  of  their 
preamble ;  for  it  is  said  by  knowing  ones  that  they  passed 
the  resolutions  without  much  consideration  and  chiefly 
to  get  rid  of  the  importunities  of  the  labor  people  and 
"reformers". 

Experience  with  politicians  teaches  us  that  many  of 
them  have  short  memories,  especially  while  public  opinion 
is  not  yet  quite  an  avalanche.  But  the  record  stands  and 
it  contains  a  statement  of  political  principle  which  is  in 
contradiction  to  the  old  economic  views  of  individualists 
and  to  the  common  law  doctrine  of  employer's  liability ; 
it  is  frankly  and  clearly  an  assertion  of  the  duty  of  the 
state  to  care  for  the  welfare  of  the  working  people. 

Without  committing  ourselves  as  to  the  literary  form 
of  expression  we  may  greet  the  substance  of  this  assertion 
with  satisfaction : 

"It  ought  to  be  the  duty  of  the  law-abiding  power  of 
the  state  to  prevent,  so  far  as  legislation  and  encourage- 
ment can  modify,  this  deplorable  state  of  affairs*' ;.  that  is, 
the  conditions  under  which  working  people,  sober,  indus- 
trious and  frugal,  after  faithful  service  in  multiplying 
the  comforts  of  civilization,  are  denied  a  share  in  enjoy- 
ment by  reason  of  accidents,  disease,  and  old  age. 

House  Joint  Resolution  of  March  12,  1907  (concurred 
in  by  the  Senate,  March  20),  says : 

"It  is  universally  recognized  as  the  moral  duty  of  every 
civilized  state  to  secure  and  publish  information  of  vitsd 
importance  to  all  citizens  to  promote  safety  and  health, 
and  to  foster  and  regulate  insurance  against  loss  of 
income  by  accident  and  disease/' 
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THE  RELATION  OF  THE  UNITED  STATES 
TREASURY  TO  THE  MONEY  MARKET 

DAVID  KINLEY. 

The  federal  treasury  touches  the  money  market  in  two 
ways.  In  its  fiscal  operations  under  the  independent 
treasury  law  it  withdraws  from  circulation  the  money 
received  in  payment  of  taxes  and  dues  of  all  kinds  and 
disburses  these  receipts  in  making  its  pajmients  at  times 
and  under  conditions  which  have  a  reference  only  to 
its  fiscal  operations,  and  none  whatever  to  the  currency 
needs  of  the  business  community.  In  its  simplest  form 
the  independent  treasury  is  the  recipient  of  a  constant 
stream  of  money  of  varying  dimensions,  like  a  reservoir 
as  it  were,  out  of  which  the  stream  is  permitted  to  flow 
again  only  at  intervals,  and  in  a  volume  that  has  no 
relation  to  the  volume  of  the  inflow. 

Through  modifications  of  the  law,  however,  made 
from  time  to  time  in  the  past  sixty  years,  the  indepen- 
dent treasury  has  been  used  by  various  secretaries  of  the 
treasury,  either  of  their  own  initiative  or  under  pressure 
from  the  banking  interests  of  the  country,  as  a  means  of 
controlling  the  currency  supply ;  that  is,  of  giving  to  our 
currency  supply  the  much  desired  and  much  debated  qual- 
ity known  as  "elasticity".  It  is  this  latter  function  which 
has  become  of  paramount  importance  in  recent  years,  and 
to  which  I  shall  invite  attention  in  a  moment. 

In  its  operation  as  a  fiscal  institution,  the  independent 
treasury  has  often  been  described  and  is  familiar  to  all  of 
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you.  The  principal  objection  to  it,  as  has  been  already 
intimated,  is  that  it  withdraws  money  from  circulation 
and  disburses  it  again  without  any  reference  to  the 
demands  of  the  business  community.  Consequently,  it 
has,  at  times,  locked  up  currency  when  more  was  needed 
by  the  people,  and  has  disbursed  it  when  less  was  needed. 
At  times,  indeed,  we  have  been  more  fortunate,  and 
treasury  intake  and  disbursement  have  coincided  with 
the  increased  need  and  lesser  demand,  respectively.  So 
far  as  the  legal  operation  of  the  fiscal  department  of  the 
government  is  concerned,  however,  such  an  occurrence 
is  a  happy  accident. 

The  evil  thus  caused  was  seen  early  in  the  operation 
of  the  independent  treasury  law,  and  measures  taken  to 
mitigate  it.  It  is  not  necessary  at  this  time  to  go  into 
the  details  of  the  measures  taken  from  time  to  time  for 
this  purpose.  In  the  earlier  days  they  included  the  pur- 
chase of  government  bonds  by  the  treasury  at  high 
premiums,  and  the  prepa)rment  of  interest  on  the  govern- 
ment debt.  Later  the  provision  of  the  national  banking 
law  authorizing  the  deposit  of  the  receipts  by  internal 
revenue  collectors  in  national  banks  enabled  the  secretary 
of  the  treasury  to  lessen  the  irregularity  in  contraction 
and  expansion  due  to  revenue  operations.  Until  within  a 
few  years  these  three  methods  were  the  only  ones  em- 
ployed or  regarded  as  legal  for  preventing  the  indepen- 
dent treasury  from  disturbing  the  money  market.  While 
the  revenues  of  the  government  yielded  little  or  no  sur- 
plus they  were  sufficient.  It  is  clear,  however,  that  the 
larger  the  surplus  the  greater  the  disturbance  that  will 
be  caused  by  locking  it  up. 

Now,  our  revenue  system  is  of  the  same  happy-go- 
lucky  kind  as  our  fiscal  machinery.  We  may  almost  say 
that  our  taxes  are  devised  by  one  set  of  men,  our  expendi- 
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tures  by  another,  without  any  connection  with  the  former 
group,  and  that  the  actual  amount  of  revenue  received 
depends  more  upon  the  influence  that  can  be  exerted  by 
the  representatives  of  "proper"  interests  in  our  country 
than  by  the  real  needs  of  the  government.  Like  certain 
gentlemen  in  romance,  we  get  all  we  can  and  spend  all 
we  get,  without  asking  whether  what  we  get  is  a  proper 
and  reasonable  amount  for  running  the  government  or 
whether  what  we  spend  is  wisely  spent. 

Now,  it  happens  that  in  the  past  forty  years  we  have 
had  deficits  only  nine  times,  while  in  the  other  thirty-one 
years  the  annual  surplus  has  ranged  all  the  way  from  2.3 
millions  of  dollars  in  1893  to  145  in  1902. 

The  larger  the  surplus  the  larger  the  amount  of  money 
withdrawn  from  circulation  and  the  greater  the  necessity 
for  getting  it  back.  In  the  absence  of  occasion  for  paying 
government  debts  with  it,  it  can  be  gotten  back  only  by 
depositing  it  in  the  national  banks.  No  equalization  of 
government  disbursements  from  month  to  month  through- 
out the  year  can  do  away  with  the  mischief  caused  by 
surplus  financiering  and  the  consequent  withdrawal  of  a 
large  amount  of  money  from  circulation  and  its  arbitrary 
distribution  among  the  banks.  Nor  can  the  surplus  be 
used  as  hitherto,  in  the  earlier  days,  for  the  redemption 
of  government  bonds^  because  this  redemption  would 
cause  a  diminution,  or  at  least  prevent  further  expansion, 
of  the  national  bank  currency. 

In  the  face  of  these  difficulties,  which  have  been  grow- 
ing greater  with  the  larger  surplus  revenue,  the  past  few 
years  have  seen  a  change  in  the  interpretation  of  the  law 
by  the  secretaries  of  the  treasury  in  their  efforts  to  pre- 
vent the  evils  spoken  of.  As  has  been  already  remarked, 
in  the  early  days  of  the  independent  treasury  law  the  only 
means  at  the  command  of  the  secretary  of  the  treasury 
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to  mitigate  the  disturbance  of  the  money  market  caused 
by  locking  up  the  government  income,  were  the  anticipa- 
tion of  payments  of  the  national  debt,  prepayment  of 
interest  and  permission  to  allow  internal  revenue  to  find 
its  way  into  banks  instead  of  directly  into  the  treasury. 
In  the  past  half  dozen  years  the  secretaries  of  the  treasury 
have  expanded  their  powers,  and,  instead  of  attempting, 
as  formerly,  simply  to  minimize  the  disturbance  caused 
by  the  independent  treasury,  they  have  turned  it  into  an 
active  agency  for  the  regulation  of  the  currency  supply 
of  the  money  market.  From  being  the  direct  and  final 
lodging  place  for  government  money  which  it  was  de- 
signed to  be  by  the  constitution,  the  independent  treasury, 
under  the  national  banking  act,  became  also,  in  part,  the 
final  reservoir  of  a  current  of  money  flowing  through  the 
national  banks.  Under  Mr.  Secretary  Shaw  in  these 
latter  years  it  was  made  a  reservoir  from  which  streams 
of  money  could  be  poured  into  the  banks  after  it  had 
reached  its  constitutional  resting  place.  It  is  only  within 
a  few  years  that  any  secretary  of  the  treasury  has  ven- 
tured to  take  money  already  in  the  treasury  and  deposit 
it  in  the  banks.  By  so  doing  the  secretary  of  the  treasury 
has  arrogated  to  himself  the  complete  control  of  the 
elasticity  of  our  currency.  He  has  made  deposits  when 
he  thought  the  money  market  was  stringent  or  likely  to 
be  so ;  he  has  withdrawn  them  when  he  supposed  the  con- 
trary condition  prevailed  or  would  prevail.  In  other 
words,  a  man  not  engaged  in  business  has  undertaken  to 
control  the  ebb  and  flow  of  the  means  of  payment.  If  his 
judgment  were  always  soimd  as  to  the  occasions  for  in- 
terference, it  is  doubtful  whether  it  ever  could  be  as  to  the 
extent  of  interference  necessary  or  desirable.  In  other 
words,  the  extension  of  the  practice  of  depositing  govern- 
ment money  in  the  banks  is  an  attempt  to  do  by  arbitrary 
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or  mechanical  means  what  ought  to  be  left  to  come  about 
as  the  result  of  business  operations.  It  is  a  power  of  too 
great  potential  danger  and  misuse  to  be  left  to  any  officer 
or  any  individual. 

As  we  have  seen  recently,  the  practice  arouses  criticism 
and  suspicion  among  the  public  and  gives  rise  to  charges 
of  favoritism  among  the  banks.  Moreover,  the  feeling 
on  the  part  of  the  banks  that  the  government  money  is 
available  if  they  can  convince  the  secretary  of  the  treasury 
of  its  need,  militates  against  care  on  their  part.  When 
a  stringency  occurs  banks  are  likely  to  rely  on  the  gov- 
ernment so  much  as  to  prevent  their  taking  measures  for 
the  early  restoration  of  the  natural  correctors  of  the  dis- 
turbance. As  Mr.  Andrews  has  put  it  in  his  recent  ad- 
mirable article  on  the  subject  in  the  Quarterly  Journal  of 
Economics,  the  practice  "tends  to  check  appropriate  meas- 
ures of  precaution  and  to  hinder  natural  methods  of 
relief". 

The  authority  conferred  upon  the  secretary  of  the 
treasury  by  law,  or,  to  speak  more  correctly,  the  interpre- 
tation of  the  law  by  Mr.  Secretary  Shaw,  for  the  admin- 
istration of  the  independent  treasury,  has  been  used  to 
open  up  still  other  methods  of  interference  with  the 
money  market.  Besides  buying  bonds,  prepaying  interest, 
permitting  deposits  to  be  made  by  collectors  of  internal 
revenue,  and,  finally,  by  depositing  in  the  banks  money 
once  in  the  treasury,  Mr.  Shaw  interfered  further  by 
accepting  other  than  government  bonds  to  secure  the 
public  deposits,  an  authority  which  was  afterwards  con- 
firmed by  law.  The  secretary  has  attempted  to  relieve 
the  depositary  banks  also  by  informing  them  that  they 
need  not  keep  reserves  against  their  holding  of  public 
funds,  thereby  releasing  the  reserves  thus  previously  held 
to  sustain  their  liabilities.     The  secretary  has  further 
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virtually  paid  banks  for  importing  gold  by  a  device  which 
allowed  them  the  interest  on  the  amount  imported  from 
the  time  the  order  for  the  importation  was  placed  until 
the  time  of  its  receipt. 

We  have  seen  the  secretary  of  the  treasury,  moreover, 
actually  try  to  control  the  existing  amount  of  currency, 
and  thus  impart  to  it  the  elasticity  it  so  much  needs  by 
withdrawing  and  disbursing  large  sums  in  anticipation 
of  market  conditions,  on  his  own  initiative,  and  on  his 
own  judgment.  Having  accepted  other  than  government 
bonds  to  secure  public  deposits,  he  has  insisted  that  the 
government  bonds  thus  released  should  be  made  a  basis 
for  increasing  the  amount  of  national  bank  notes. 

It  is  hardly  necessary  to  comment  on  the  dangers  that 
such  a  power  in  the  hands  of  one  man  causes  for  the 
business  interests  of  the  country.  Such  a  species  of  pater- 
nalism puts  prudence  at  a  discotmt,  stimulates  the  specu- 
lative spirit,  endangers  the  public  money,  and  vitiates 
respect  for  the  authority  of  the  law,  to  say  nothing  of 
the  vicious  evils  of  favoritism  and  prejudice  to  which  it 
gives  rise. 

Thus  we  see  that,  in  the  sixty  years  of  its  existence, 
the  independent  treasury  has  become  an  institution  of  a 
very  different  character  from  what  its  creators  intended. 
In  1846  it  was  the  depositary  of  the  public  monies,  in- 
tended to  keep  them  safe  from  the  manipulation  of  the 
banks.  In  1861  it  established  a  permissible  but  slight 
connection  with  the  banks.  In  1903  we  find  the  law  inter- 
preted so  as  to  take  money  actually  already  in  the  treasury 
for  deposit  in  the  banks,  and  from  then  until  now  we  see 
the  independent  treasury  made  an  active  and  dominating 
factor  in  determining  the  volume  of  money  in  circulation, 
in  other  words,  the  elasticity  of  the  currency. 

In  the  past  few  months  we  have  seen  the  scope  of  inter- 
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ference  of  the  government  in  the  money  market  still  fur- 
ther extended  by  the  issue  of  interest-bearing  treasury 
notes  at  a  time  when  the  government  revenues  were  not 
only  ample  for  its  expenditures,  but  showed  a  large  sur- 
plus ;  and  the  increase  of  our  national  debt  for  a  similar 
purpose. 

In  the  face  of  the  evils  that  such  arbitrary  interference 
in  so  many  ways  has  caused,  it  is  somewhat  surprising 
to  find  the  independent  treasury  defended  by  so  able  an 
authority  as  Mr.  F.  A.  Cleveland.  He  insists  that  it  is 
not  true  that  the  money  in  the  vaults  of  the  government 
is  taken  out  of  circulation.  He  emphasizes  the  help 
which  the  disbursement  of  the  treasury  gives  to  the 
money  market  at  those  times  when  they  are  accidentally 
made  at  opportune  times.  He  objects  to  the  deposit  of 
the  government  funds  in  banks  on  the  ground  that  this 
may  increase  monetary  disturbances.  He  insists  that  the 
independent  treasury  increases  the  national  money  supply, 
that  its  periodic  intake  and  output  concur  with  the  times 
of  surplusage  and  need  in  the  money  market!.  All  that 
need  be  said  with  reference  to  these  arguments  is  what 
has  already  been  remariced,  that  the  facts  show  that  such 
a  concurrence  of  treasury  operations  and  money  market 
needs  is  infrequent;  that  the  system  is  liable  to  mis- 
take and  abuse,  and  that  at  its  best  it  is  arbitrary  and 
mechanical. 

The  most  important  part  of  the  remedy  for  the  evils 
of  the  independent  treasury  as  a  fiscal  institution  is  the 
wiping  out  of  the  surplus  revenue,  and  the  adoption  of  a 
budget  which  will  leave  on  hand  approximately  only  the 
necessary  working  balance  for  government  expenditures. 
On  that  I  need  not  enlarge. 

The  second  step  is  that  this  working  balance  of  from 
twenty-five  to  fifty  millions,  as  it  may  be,  shall  be  kept  in 
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the  banks  by  the  government,  secured  by  bonds  and 
treated  like  any  other  deposits,  to  be  checked  against  by 
the  government  when  needed.  The  secretary  should  be 
required,  and  not  merely  permitted,  to  keep  the  govern- 
ment money  in  banks  under  proper  conditions.  If  there 
is  a  surplus  revenue  he  should  be  required  to  treat  all 
the  banks  equally  in  the  matter  of  deposits,  instead  of 
showing  favoritism,  as  is  alleged  to  have  been  done  by  a 
recent  secretary.  In  short,  the  independent  treasury 
should  be  abolished. 

The  abolition  of  the  independent  treasury  would  not 
and  should  not  mean,  however,  the  complete  abolition  of 
government  influence  in  the  money  market.  The  passing 
of  that  institution  is  desirable  because  it  is  a  bad  fiscal 
agency,  and  because  it  opens  the  way  to,  if,  indeed,  it 
does  not  make  necessary,  unwise  and  illegitimate  inter- 
ference with  the  money  market. 

Under  our  system  of  currency,  however,  it  is  undesir- 
able, and,  indeed,  impossible,  for  the  government  to  with- 
draw entirely  from  participation  in  the  regulation  of 
currency.  Great  emphasis  has  been  placed  in  late  years 
upon  the  necessity  for  securing  elasticity  of  the  currency, 
and  perhaps  we  have  never  felt  the  need  of  that  element 
so  keenly  as  in  the  past  two  or  three  months.  What  is 
called  our  deposit  currency  has  the  element  of  elasticity 
in  a  high  degree.  The  money  part  of  our  currency,  how- 
ever, does  not  have  it  at  all.  Any  proposals  to  secure  this 
element,  to  be  practicable,  must  have  regard  to  the  char- 
acter of  our  monetary  system. 

Looking  at  the  matter  in  a  broad  way,  the  interests  of 
the  banks  and  those  of  the  public  are,  in  one  sense  at  any 
rate,  the  same.  The  promotion  and  protection  of  the  one 
should  therefore  imply  the  promotion  and  protection  of 
the  other.    Unfortunately,  in  banking,  as  in  many  other 
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lines  of  business,  this  optimistic  view  has  not  been  borne 
out  by  experience.  Not  infrequently  important  banking 
institutions  have  followed  their  own  interests  at  the  ex- 
pense of  the  public.  We  are  justified,  therefore,  in  scru- 
tinizing closely  proposals  for  alleged  reform  in  our 
banking  and  fiscal  procedure,  if  they  emanate  from  the 
banking  interests  of  the  country  and  look  to  radical  recon- 
struction of  existing  institutions.  There  is  no  doubt  that 
many  banking  interests  would  be  glad  for  their  own  pur- 
poses to  be  wholly  untrammeled,  either  by  the  fiscal  oper- 
ations of  the  government,  or  by  its  supervising  control. 
They  urge  the  specious  plea  that  competition,  if  left  to 
do  its  perfect  work,  will  give  us  the  best  banking  system 
and  the  best  currency ;  that  the  government  when  it  inter- 
feres does  only  mischief,  and  that  the  solution  of  the 
whole  currency  situation  should  be  left  to  the  practical 
men  of  experience.  The  plea  is  specious  for  three  reasons. 
The  first  is  that  competition  left  unrestrained  is  at  least 
as  likely  to  prove  maleficent  as  beneficent.  The  second 
is  that  government  interference  and  certain  government 
supervision  is  not  necessarily  an  evil ;  and  the  third  reason 
is  that  the  men  of  large  experience  engaged  in  practical 
affairs  are  just  as  likely  to  have  their  vision  clouded  by 
the  dust  raised  by  their  own  activity  and  personal  interest 
as  the  disinterested  student  is  to  be  led  astray  by  his 
ignorance  of  practical  details.  For  these  reasons  we  can 
not  give  way  too  readily  to  the  demand  of  banking  insti- 
tutions, which  is  growing  more  insistent  with  the  passing 
years,  that  the  control  of  our  monetary  situation  be  left 
entirely  with  the  banks,  and  that  the  government  with- 
draw its  influence  altogether  from  this  field. 

When  we  are  pointed  to  the  banking  system  of  Canada, 
Scotland,  or  France,  or  even  Germany  or  England,  as 
models  for  us  to  follow,  we  must  not  forget  that  condi- 
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tions  in  each  of  these  countries  are  very  different  from 
ours.  We  have  no  banknotes,  properly  so  called.  The 
national  banknote  is  an  indirect  government  issue.  For 
nearly  half  a  century  we  have  been  developing  the  policy 
of  getting  on  without  banknotes  scientifically  so  called, 
and  making  all  our  currency  directly  or  indirectly  the 
creation  of  the  government.  Suggestions  for  reform  or 
amendment  must  either  propose  the  abandonment  of  this 
kind  of  paper  issues  and  the  substitution  of  banknotes 
proper,  or  they  must  take  for  granted  the  exclusion  of 
the  banknote  from  our  system,  or,  in  the  third  place,  like 
the  American  Bankers'  plan,  they  must  propose  a  mixture 
of  the  two.  We  cannot  abandon  entirely  and  at  once 
the  system  of  bond-secured  banknotes,  and  for  two  very 
good  reasons.  One  is  that  the  people  will  not  have  it,  and 
the  other  is  that  the  banks  will  not  have  it.  To  do  so 
would  throw  a  vast  mass  of  government  securities  upon 
the  market  and  cause  a  depreciation  which  would  entail 
a  heavy  loss  upon  the  banks.  We  must  therefore  retain 
our  peculiar  kind  of  note,  and  provide  elasticity  to  our 
system  either  by  making  their  issue  easier  and  their  cur- 
rent redemption  easy,  constant  and  necessary,  or  we  must 
add  to  the  inelastic  volume  now  possible  an  issue  of  notes 
of  the  kind  known  as  asset  currency.  For  my  own  part, 
I  see  no  good  reason  for  abandoning  our  present  system, 
if  it  can  be  shown  that  the  desired  elasticity  can  be  secured 
under  it.  I  believe  that  our  people  will  still  continue  to 
insist  that  our  paper  currency  shall  be  directly  or  indi- 
rectly issued  by  the  government;  that  is,  in  popular 
phrase,  that  it  shall  have  the  credit  of  the  government 
behind  it,  or  be  backed  by  the  government. 

With  this  view,  it  is  my  opinion  that  the  most  practic- 
able mode  of  providing  for  elasticity  is  by  an  emergency 
currency  secured  by  the  banks  from  the  government  on 
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proper  security,  and  with  proper  provisions  to  enforce  its 
current  redemption.  If  the  banks  are  allowed  to  issue 
notes  against  their  general  assets  one  result  will  be  the 
substitution  of  notes  for  a  large  proportion  of  their  de- 
posits. They  will  push  to  the  limit  any  advantage  that 
they  can  get  by  increasing  the  issue  of  such  notes,  and 
we  shall  be  always  on  the  verge  of  an  inflation  of  bank- 
note currency.  The  times  and  degree  of  expansion  and 
contraction  required  by  business  should  be  determined  by 
the  banks  under  the  pressure  of  business  demand,  but 
regulated  and  provided  for  by  the  government.  In  other 
words,  when  there  is  an  increasing  demand  for  money  in 
any  part  of  the  country,  the  banks  which  feel  this  demand 
should  be  able  at  once  to  secure  additional  notes  by  the 
deposit  of  adequate  security,  and  these  notes  should  be 
so  heavily  taxed  that  it  will  not  pay  the  banks  to  keep 
them  out  after  the  pressure  for  the  money  slackens. 

In  times  of  pressure  like  the  present,  the  real  difficulty 
is  that  the  so-called  unincumbered  and  convertible  securi- 
ties of  the  banks  cannot  be  sold.  If  they  could  be,  there 
would  be  no  difficulty  in  supplying  currency.  If  a  means 
can  be  provided  to  furnish  currency  on  the  basis  of  these 
securities,  the  needs  of  the  situation  would  be  met  just  as 
truly  and  as  well  as  if  the  banks  were  allowed  to  issue 
notes  without  such  security. 

It  is  impossible,  in  the  time  at  my  disposal,  to  go  fully 
into  details  as  to  how  I  think  this  should  be  accomplished. 
I  should  say  in  brief,  however,  that,  in  my  judgment,  it 
could  be  done  by  dividing  the  country  into  clearing  house 
districts,  compelling  all  banks  of  issue  to  be  members  of 
the  clearing  house  of  its  district,  making  these  clearing 
houses  for  this  purpose  agents  of  the  government,  and 
changing  the  national  banking  law  so  as  to  permit  the 
issue  of  notes  on  the  basis  of  securities  approved  by  the 
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clearing  house  association,  precisely  as  clearing  house 
checks  were  issued  in  the  past  month  or  two,  but  subject 
to  a  heavy  fixed  tax,  or  to  one  graded  according  to  the 
average  rate  of  discount  in  the  clearing  house  district. 
If  I  may  summarize  the  points  that  I  have  tried  to 
make,  and  include  in  the  summary  the  provisions  which, 
in  my  judgment,  should  be  made  for  the  federal  clearing 
house  project,  they  would  be  as  follows : 

1.  We  should  abolish  the  independent  treasury  as  the 
fiscal  machinery  of  the  government. 

2.  We  should  reconstruct  our  budget  and  give  up  the 
system  of  surplus  financiering  with  all  its  mischievous 
interference  with  business  and  invitation  to  extravagant 
expenditure. 

3.  We  should  require,  not  merely  permit,  the  secre- 
tary of  the  treasury  to  keep  the  current  balance  of  the 
government  on  deposit  in  such  national  banks  as  best  suit 
the  convenience  of  the  government  in  making  its  pay- 
ments. If  the  government  deposits  were  reduced  to  cur- 
rent balances,  the  opportunity  for  charges  of  favoritism 
in  selection  of  banks  would  fall  away.  Having  done 
away  with  the  interference  of  a  bad  fiscal  system  in  the 
money  market,  the  government  should  undertake,  in  keep- 
ing with  the  character  of  the  American  system  of  cur- 
rency, to  provide  means  for  securing  elasticity  by  divid- 
ing the  country  into  clearing  house  districts,  with  at  least 
one  federal  clearing  house  in  a  district  acting  as  an  agent 
of  the  government  for  the  scrutiny  and  acceptance  of 
securities  to  protect  U.  S.  deposits  and  emergency  issues 
of  notes. 

4.  Any  national  bank  in  a  clearing  house  district  may 
deposit  any  approved  securities  with  said  clearing  house 
and  receive  in  return  notes  upon  an  appropriate  per  cent, 
of  the  value  of  the  security. 
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5.  These  notes  should  be  in  form  and  appearance  like 
the  ordinary  banknotes,  since  a  distinct  form  of  note  for 
emergency  purposes  disturbs  confidence. 

6.  These  notes  should  be  issued  at  a  rate  of  discount 
slightly  above  market  rate  at  any  time,  the  net  proceeds 
of  the  discounts  to  be  covered  into  the  treasury. 

7.  Make  these  notes  redeemable  currently  in  lawful 
money  at  selected  centers  in  the  clearing  house  district, 
the  banks  of  issue,  and  selected  centers  in  other  clearing 
house  districts. 

8.  For  the  retirement  of  these  notes  permit  the  bank 
that  issues  them  to  deposit  gold  or  legal  tender  with  the 
clearing  house  or  the  sub-treasury  of  its  district,  and  re- 
ceive back  its  securities,  either  all  at  once  or  in  stated 
proportions,  as  the  bank  chooses. 

9.  Keep  this  deposit  of  gold  or  legal  tender  as  a  trust 
fund  for  the  redemption  of  these  notes  only. 

10.  Repeal  the  provision  of  the  present  law  which 
permits  ccuntrj'  banks  to  keep  part  of  their  reserve  in 
reserve  cities. 

11.  Repeal  the  provision  of  the  present  law  limiting 
the  retirement  of  banknotes  to  a  certain  amount  per 
month. 

The  three  salient  points,  therefore,  are : 
The  abolition  of  interference  by  fiscal  machinery. 
The  preservation  of  our  present  system  of  currency; 
and 

The  provision  tmder  it  for  elasticity. 
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THE  RELATION  OF  THE  UNITED  STATES 
TREASURY  TO  GENERAL  FINANCE. 

HON.  LYMAN  J.  GAGE,  EX-SECRETARY  OF  THE  TREASURY. 

The  United  States  Treasury,  in  its  relation  to  the  bank- 
ing and  financial  interests  of  the  country,  has  occupied, 
since  the  creation  of  the  national  banking  system,  to  go 
back  no  farther,  an  illogical,  not  to  say  an  unjustifiable, 
position.  By  the  National  Banking  Act,  with  its  several 
amendments,  the  government  became  sponsor  for  banking 
institutions  now  numbering  more  than  6,500.  The  rights, 
duties,  qualifications,  and  responsibilities  attached  by  law 
to  all  these  institutions  were  fixed  by  the  government 
itself.  Having  brought  these  agencies  into  being,  it  vir- 
tually declared  to  the  citizens  of  the  land,  "These  are 
worthy  agencies,  and  they  deserve  your  confidence.  For 
the  faithful  performance  of  the  duties  imposed  upon 
them  and  in  the  interest  of  your  safety,  we,  the  govern- 
ment, will  maintain  over  them  a  watchful  and  detailed 
supervision,  disciplining  those  unfaithful  to  duty,  while 
we  will  peremptorily  suspend  the  power  of  any  who  shall 
prove  unfit."  Qothed  with  these  high  warrants  and  sanc- 
tions, the  national  banks  as  a  whole  have  made  successful 
appeal  to  the  business  world,  and  these  institutions  now, 
taken  together,  are  under  money  obligations  to  the  people 
for  a  sum  in  excess  of  four  thousand  millions  of  dollars. 

What  has  been  the  practical  attitude  of  the  government, 
as  expressed  through  its  treasury  and  fiscal  department, 
to  the  banking  agencies  it  has  thus  endowed  with  life? 
It  can  be  set  forth  in  a  single  paragraph.    Never  has  it 
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Itself  entrusted  its  financial  interests  to  the  safekeeping 
of  the  agencies  it  has  held  out  to  the  people  as  worthy  of 
their  respect  and  confidence.  It  has,  indeed,  on  several 
and  divers  occasions,  taken  moneys  from  the  treasury 
hoard  and,  under  peculiar  exacting  conditions,  has,  for 
various  periods  of  time,  deposited  a  portion  of  these 
hoards  with  banking  institutions,  but  it  has  in  no  way 
conformed  to  the  general  method  by  which  the  banking 
agency  is  utilized  by  the  business  public.  It  has,  in  fact, 
persistently  refused  to  receive  from  that  portion  of  the 
public  from  which  it  derives  its  enormous  revenues  those 
instnmients  of  credit  known  as  checks  and  drafts,  which 
constitute  the  real  currency  of  commerce  and  trade.  Sep- 
arate, distinct,  and  aloof  from  the  ordinary  financial  and 
industrial  life  by  which,  through  its  revenues  and  dis- 
bursements, it  stands  closely  related,  it  is  persistent  in 
exacting  cash  in  hand  from  its  revenue  contributors, 
while,  on  the  other  hand,  it  has  distributed  its  payments 
in  actual  funds  through  its  own  special  appointees. 

In  all  these  particulars  it  has  been  as  if  the  banking 
agency  did  not  exist,  or  if  existing,  as  if  it  were  unworthy 
of  government  use.  The  excess  of  its  revenues,  when 
excess  there  has  been,  was  withdrawn  from  that  public 
service  to  which  through  the  banks  it  might  have  been 
applied. 

This,  I  say,  was  illogical.  It  might  indeed  have  lain 
in  the  mouth  of  the  great  corporations,  such  as  railroads, 
the  Standard  Oil  Company,  and  other  enormous  handlers 
of  money  values,  to  have  said  to  the  government :  "Your 
ingenious  so-called  banking  system  does  not  commend 
itself  to  our  respect  and  confidence.  We  believe  neither 
in  the  people  with  whom  we  deal  nor  the  banks  you  have 
created.  Our  revenues,  however  derived,  must  come  to 
us  in  actual  money.    The  device  of  checks  and  drafts,  so 
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convenient  and  economical  to  the  people  in  their  other 
affairs,  does  not  appeal  to  us.  Having  the  power  in  our 
relation  to  do  so,  we  dictate  the  conditions.  Our  money, 
when  received,  we  will  lock  up,  and  in  the  natural  finan- 
cial intimacies  of  life  we  will  stand  separate,  apart  and 
independent.  We  justify  this  action  on  the  ground  that 
your  banking  system  is  unsafe." 

Now,  if  it  were  excusable  on  this  ground  for  the  great 
corporations  referred  to  to  have  taken  this  arbitrary 
position,  which  nobody  will  affirm,  it  were  inexcusable  for 
the  government  to  do  so,  since  it  itself  determined  and 
decreed  all  the  qualifications  for  safety  and  efficiency 
which  its  own  creatures  should  possess. 

Was  this  course  of  action  on  the  part  of  the  govern- 
ment necessary  for  just  prudence  as  to  the  safety  of  its 
funds  or  proper  economy  in  administration  of  its  affairs? 
In  answer  to  the  first  half  of  this  question  I  affirm  it  to 
be  the  fact  demonstrated  by  careful  and  thorough  exam- 
ination, that  had  the  government  employed  the  national 
banks  in  what  is  known  as  the  reserve  cities,  depositing 
with  them  its  revenues,  with  some  just  proportion  to  or 
regard  for  the  relative  capital  of  those  various  institu- 
tions, with  no  security  from  them  whatever  other  than  a 
first  lien  upon  their  assets  respectively,  there  would  never 
have  been  a  dollar  of  loss  to  the  government.  If,  on  the 
other  hand,  the  government  had  required,  in  consideration 
for  these  moneys  so  deposited,  an  interest  return  by  the 
banks  of  say  2  per  cent,  per  annum,  the  government 
would  have  realized  from  this  source  a  total  revenue  up 
to  the  present  time  of  something  more  than  $70,000,000. 

As  to  economy  of  administration  of  the  treasury  funds, 
there  would  also  have  been  an  enormous  saving,  since  the 
elaborate  machinery  of  the  sub-treasury  and  sub-treas- 
uries need  not  have  been  employed.     Nevertheless,  the 
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creator  has  steadily  refused  to  employ  its  own  agencies, 
while  the  rest  of  the  business  world,  obedient  to  the  law 
of  economic  advantage,  has  employed  in  its  multifarious 
affairs  the  useful  machine  of  banking-credit  which  the 
government  has  thus  rejected.  To  add  piquancy  to  this 
contrast,  it  might  be  truthfully  said  that  were  the  large 
financial  corporations  above  referred  to,  to  abandon  their 
present  methods  and  adopt  instead  the  example  of  the 
government  and  install  each  for  itself  an  "independent 
treasury",  a  cry  of  indignant  protest  would  resound 
through  the  length  and  breadth  of  the  land,  and  rightly 
so,  unless  it  be  that  our  modem  system  of  credit  and 
credit  machinery  for  the  transfer  of  property  and  pay- 
ment of  account,  etc.,  is  a  snare  and  delusion. 

If  this  be  true,  the  government  is  no  doubt  justified  in 
maintaining  its  own  private  purse  independent  of  all 
things  else.  It  is  in  that  case  equally  true  that  everyone 
controlling  money  values  should  adopt  the  same  rules. 
In  short,  the  National  Banking  Act  should  be  repealed. 
We  are  not,  however,  ready  to  return  to  a  method  closely 
allied  to  primitive  barter.  Concede  this,  and  then  the 
government  is  wrong — economically  and  logically  wrong 
in  its  independent  treasury.  The  disturbing  influence  on 
general  financial  affairs  of  excessive  money  hoarding  by 
the  government  has  been  too  often  described  to  require 
any  detailed  notice  here.  If,  then,  a  vote  were  to  be  taken 
among  those  who  have  capacity  to  judge  of  things  in  their 
true  relationships,  I  do  not  doubt  that  the  proposition  to 
abolish  the  independent  treasury  and  substitute  for  it  the 
use  of  banking  agencies  as  they  now  exist  would  receive 
a  preponderating  vote.  I  may  be  wrong  in  this  opinion. 
I  myself  would  hesitate,  however,  to  vote  in  the  affirma- 
tive on  that  proposition.  I  should  much  prefer  that 
the  motion  be  "laid  upon  the  table"  until  our  banking 
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system  can  be  so  amended  that  it  shall  be  free,  or  com- 
paratively free,  from  the  perturbations  which  periodically 
beset  us,  bringing  in  as  a  consequence  a  partial  or  com- 
plete suspension  of  the  banking  ftmction  upon  which 
society  depends  for  the  regular  on-going  of  its  business 
affairs. 

I  need  hardly  say  that  the  amendments  to  which  I  refer 
must  be  in  the  line  of  unification  or  centralization  of 
power.  The  weakness  of  the  banking  units  as  they  now 
exist,  so  often  demonstrated,  must  receive  strength  by 
association  together  or  with  some  superior  commanding 
agency  able  both  to  exercise  control  and  furnish  effective 
support.  A  central  bank  or  a  government  bank  of  ade- 
quate capital  properly  organized  for  safety  and  efficiency 
is  the  sort  of  an  agency  to  which  I  refer.  Great  Britain, 
France,  and  Germany  offer  good  models  which  we  may 
profitably  study. 

I  say  I  would  maintain  the  independent  treasury  until 
such  a  time  as  our  banking  system  is  so  reenforced  be- 
cause, in  spite  of  the  lack  of  logical  reasons  for  its  exist- 
ence, it  has  been,  and  is  now,  the  only  agency  which  can — 
or  theoretically  can — regulate  and  give  to  some  extent 
a  degree  of  steadiness  to  the  erratic  movement  incidental 
to  our  financial  and  banking  system  as  now  operated. 

By  the  intervention  of  the  Treasury  on  many  occa- 
sions in  the  past,  it  has  averted  threatened  financi;?!  dis- 
aster. Given  an  always  plethoric  treasury,  directed  by 
an  infallibly  wise  administrator  (one  who  has  never  yet 
appeared),  it  could,  by  timely  deposits  of  these  hoarded 
moneys  and  by  timely  withdrawals  of  the  same  in  part 
or  in  whole,  give  steadiness  and  regularity  where  other- 
wise there  would  be  irregularity,  dislocation,  and  panic. 
In  these  regards  the  independent  treasury,  when  endowed 
with  the  needful  power  in  money,  can,  and  in  my  opinion 
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has,  to  a  degree,  served  the  purpose  and  discharged  in  a 
crude  way  the  functions  of  a  great  government  or  central 
bank.  This  service,  crude  as  it  has  been,  often  entirely 
lacking  through  want  of  power,  often  badly  directed 
through  lack  of  wisdom,  is  a  development  not  anticipated 
nor  foreseen  in  the  laws  establishing  the  independent 
treasury.  It  illustrates  an  old  truth  often  recognized, 
that  even  out  of  evil  good  may  incidentally  come.  Be  the 
service  to  which  I  have  referred  worth  little  or  much,  it 
cannot  safely  be  counted  upon  as  a  valuable  factor  in 
the  future.  The  present  overflowing  treasury,  through 
changed  conditions,  may,  at  no  distant  date,  be  in  a  state 
of  exhaustion.  A  perfect  system  of  government  finance 
would  indeed  bring  in  each  day  from  its  sources  of 
revenue  a  sum  exactly  adequate  to  meet  its  daily  expendi- 
tures. We  ought  not,  then,  to  permanently  retain  the 
independent  treasury  for  the  sake  of  its  ambiguous  and 
uncertain  control  as  an  intermediary  in  our  financial  life, 
with  which  it  should  by  right  interfere  to  the  smallest 
degree  possible. 

My  conclusion,  then  is,  first,  that  it  should  be  abolished 
whenever  and  as  soon  as  our  demonstrated  faulty  banking 
system  is  corrected  in  the  direction  I  have  pointed  out 
rather  than  described ;  second,  that  the  perfecting  of  our 
banking  and  currency  system,  so  that  it  may  at  all  times 
perform  its  important  function  in  a  safe  and  effective 
manner,  both  for  the  government  and  for  all  the  people, 
is  an  end  demanding  the  best  thought  and  intelligent 
effort  of  financial  students  and  political  economists,  and 
all  patriotic  people  who  desire  for  their  country  what  will 
best  make  for  its  economic  welfare. 
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THE  UNITED  STATES  TREASURY  AND  THE 
MONEY  MARKET. 

The  Partial  Responsibility  of  Secretaries  Gage 
AND  Shaw  for  the  Crisis  of  1907. 

A.  PIATT  ANDREW. 

Everyone  is  conversant  to-day  with  the  peculiarities  and 
shortcomings  inherent  in  our  independent  treasury  system. 
The  frequently  embarrassing  withdrawals  of  money  from 
circulation  in  periods  of  prosperity,  when  currency  is  in 
urgent  demand,  the  reinjection  of  the  treasury  hoards 
into  the  circulation  when  the  currency  is  already  redun- 
dant, the  exaggeration  of  these  embarrassments  on  ac- 
count of  the  lack  of  a  balanced  budget, — ^these  have  be- 
come commonplaces  too  trite  to  require  illustration  or 
proof. 

These  obvious  and  admitted  deficiencies  of  the  system 
have,  however,  been  much  appealed  to  in  recent  years  to 
justify  interventions  of  the  government  in  the  money 
market  and  perversions  of  the  law,  which  were  in  no 
way  necessitated  by  the  deficiencies  in  question.  For 
more  than  fifty  years  after  the  establishment  of  the  inde- 
pendent treasury,  successive  secretaries  had  from  time  to 
time  been  confronted  with  the  awkward  consequences  of 
the  system,  and  had  tentatively  dealt  with  them  by  expe- 
dients of  one  sort  or  another  that  were  in  accord  with  the 
letter  and  spirit  of  the  statutes,  but  without  attempting 
to  intervene  in  the  financial  world  other  than  to  remedy 
the  difficulties  arising  from  the  treasury  system.    Within 
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the  first  decade  of  the  treasury's  existence,  Secretary 
Guthrie  found  himself  confronted  with  an  accumulating 
surplus,  and  proceeded  in  1853  to  its  reduction  by  the 
purchase  of  government  bonds  in  the  open  market.  Sec- 
retary Cobb  adopted  the  same  remedy  for  a  similar  situa- 
tion in  1857,  and  several  of  the  later  secretaries,  when 
the  government  revenues  proved  superabundant,  have 
followed  their  example.  Secretary  Fairchild,  in  the 
period  of  the  great  surplus  of  the  eighties,  resorted  to 
this  method  upon  a  larger  scale  than  any  other  secretary, 
and  used  the  surplus  in  the  year  1888  for  the  redemption 
of  government  bonds  in  advance  of  their  maturity  to  the 
extent  of  some  ninety-four  millions  of  dollars. 

After  the  establishment  of  the  national  banking  system 
another  method  of  reducing  an  uncomfortable  surplus 
was  offered  in  the  provision  that  the  public  money  (except 
customs  dues)  might  be  deposited  in  the  national  banks. 
This,  however,  was  regarded  as  an  exceptional  measure 
only  to  be  employed  in  peculiar  emergencies,  and  no  con- 
siderable resort  was  ever  made  to  the  banks  as  deposit- 
aries for  ordinary  revenue  until  within  the  last  decade. 
In  the  course  of  the  war  the  banks  which  assisted  in  the 
placing  of  loans  were  allowed  temporarily  to  retain  the 
funds  obtained  from  bond  sales,  sometimes  to  the  extent 
of  thirty  or  forty  millions.  Throughout  the  seventies, 
however,  the  public  deposits  seldom  amounted  to  as  much 
as  ten  millions,  except  during  the  refunding  operations 
of  1879,  when  the  proceeds  of  new  bond  sales  were  left 
in  the  banks  pending  the  repayment  and  withdrawal  of 
old  bonds.  During  the  eighties  the  deposit  of  public 
funds  did  not  rise  above  fifteen  millions,  until  the  years 
of  the  great  surplus,  1887  and  1888,  when  Mr.  Fairchild, 
in  desperation  because  of  the  treasury's  absorption  of 
money,  allowed  the  accruing  revenues  to  be  deposited  in 
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the  banks,  and  in  April,  1888,  the  public  deposits  reached 
sixty-one  millions.  Up  to  that  time  the  maximum  amount 
entrusted  to  any  one  bank  (except  on  loan  account  in  the 
case  of  bond  subscriptions)  had  been  $500,000,  but  Mr. 
Fairchild  raised  the  allowable  deposit  to  $1,000,000.  For 
these  acts  he  was  vehemently  attacked  in  the  public  press, 
in  campaign  speeches,  and  later  by  his  successor  in  the 
treasury  department.  Under  Secretary  Windom  deposits 
were  again  brought  down  to  a  working  balance  of  less 
than  twenty  millions,  and  there  they  remained  until  the 
later  nineties. 

Until  within  the  last  decade  the  use  of  national  banks 
as  depositaries  had  been  treated  as  an  exceptional  meas- 
ure. The  national  banks  had  been  in  existence  for  more 
than  thirty  years,  but  the  federal  treasury  and  sub-treas- 
uries were  still  regarded  as  the  normal  custodians  of  the 
government  money.  In  one  period  of  heavily  redundant 
revenues.  Secretary  Fairchild  had  gone  so  far  as  to  de- 
posit a  little  more  than  one-sixth  of  his  total  balance  with 
the  banks,  but  this  policy  had  provoked  general  criticism, 
and  had  at  once  been  reversed  by  his  successor  in  office. 
Until  within  the  last  decade,  also,  the  treasury  had  never 
ventured  to  intervene  in  the  money  market,  except  in 
moments  of  really  great  distress,  such  as  the  outburst  of 
an  unreasoning  panic.  Secretary  Cobb,  during  the  great 
crisis  of  1857,  and  Secretary  Richardson,  in  the  memor- 
able crash  of  1873,  had  helped  to  restore  confidence  by 
buying  government  bonds  on  the  market,  but,  aside  from 
such  utterly  exceptional  occasions,  one  can  say  with  ap- 
proximate accuracy  that  the  treasury,  since  the  establish- 
ment of  its  independence  in  1846,  had  held  aloof  from  the 
permutations  of  the  market,  and  had  made  no  effort  to 
control  it  in  one  way  or  another.  Nor  had  any  secretary 
ever  attempted,  or  probably  ever  thought  of  attempting, 


Digitized  by 


Google 


United  States  Treasury  and  Money  Market    221 

to  render  the  currency  responsive  to  the  changing  needs 
of  trade  by  the  deliberate  manipulation  of  the  public 
funds. 

During  the  administration  of  Secretary  Gage  one  be- 
gins to  note  the  transition  to  a  new  view  of  the  treasury's 
functions  and  a  new  use  of  the  secretary's  power.  For 
the  first  time  the  treasury's  policy  appears  to  be  influ- 
enced by  the  rate  of  interest  prevailing  in  the  financial 
centers,  and  by  the  condition  of  the  stock  market.  In  the 
course  of  Mr.  Gage's  period  in  office,  the  balance  in  the 
treasury,  partly  as  a  result  of  good  times,  partly  as  the 
outcome  of  Spanish  war  taxes  and  bonds,  once  more 
mounted  to  high  levels.  It  did  not,  however,  reach  the 
record  heights  it  had  touched  during  the  administration 
of  Secretary  Fairchild.  Nevertheless,  during  the  acute 
stringency  in  the  financial  market  in  the  autumn  of  1898, 
Mr.  Gage  not  only  attempted  to  relieve  the  situation  by 
prepaying  the  interest  and  capital  of  bonds,  but  he  saw 
fit  to  allow  the  deposits  with  the  banks  to  rise  from  about 
twenty-eight  millions  to  ninety-five  millions.  Again,  in 
the  stringency  of  the  following  autumn,  1899,  although 
the  treasury  balance  was  no  larger  than  the  year  before, 
the  public  deposits  were  increased  to  one  hundred  and 
eleven  millions,  which  constituted  more  than  one-third 
of  the  treasury's  total  balance.  Mr.  Gage's  deposits 
were  thus  almost  double  the  maximum  reached  under 
Secretary  Fairchild,  although  the  treasury's  absorption  of 
money  had  not  been  so  considerable.  Moreover,  it  later 
appeared  that  a  single  institution,  the  National  City  Bank 
of  New  York,  was  made  the  recipient  of  more  than  fifteen 
and  a  half  millions  at  a  time,  while  another  affiliated  New 
York  institution,  the  Hanover  National  Bank,  was  given 
the  use  of  deposits  amounting  to  more  than  four  and  a 
half  millions.    The  largest  award  to  any  one  bank  in  Mr. 
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Fairchild's  time,  it  will  be  remembered,  was  limited  to 
one  million. 

The  change  in  policy  foreshadowed  and  initiated  by 
Secretary  Gage  became  a  full-fledged  reality  with  Secre- 
tary Shaw.  With  him  it  became  the  avowed  endeavor  of 
the  department  to  check  every  incipient  stringency,  and 
to  prevent  any  contraction  of  credit,  no  matter  what 
might  have  been  its  cause.  During  the  five  years  of  his 
service  the  traditions  of  a  half  century  were  completely 
set  aside.  The  laws  which  had  been  carefully  framed  to 
limit  the  relations  of  the  treasury  were  twisted  and  vio- 
lated, now  this  way  and  now  that.  The  independent 
treasury  system  became  practically  extinct.  Mr.  Shaw 
apparently  could  conceive  of  but  three  evils  in  the  finan- 
cial world,  high  interest  rates,  a  decline  in  the  prices  of 
stocks,  and  a  contraction  of  credit,  but  these  evils,  in  his 
opinion,  were  so  serious  that  they  were  to  be  corrected 
at  whatever  cost.  Whenever  any  of  these  evils  seemed 
imminent,  nothing  could  prevent  him  from  forestalling 
them.  In  the  autumn  stringency  of  1902,  he  anticipated 
interest  payments  and  bought  bonds  in  the  open  market, 
as  many  of  his  predecessors  had  done;  but  when  these 
measures  proved  insufficient  to  bring  interest  rates  down, 
he  also  launched  two  new  experiments  of  doubtful  legal- 
ity, one  of  which  at  least  was  of  very  questionable  expe- 
diency. He  offered  to  accept  other  than  government 
bonds  as  security  for  deposits  of  public  money,  in  the 
hope  that  he  could  stimulate  an  enlargement  of  the  public 
deposits  and  of  the  note  issue  at  the  same  time.  He  also 
informed  the  depositary  banks  that  they  need  no  longer 
keep  cash  reserves  against  their  holdings  of  public  funds. 
This  measure  at  once  affected  about  one  hundred  and 
thirty  millions  upon  deposit  throughout  the  country,  of 
which  forty  millions  were  in  New  York.     The  ruling 
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would,  if  it  had  been  carried  out,  have  added  ten  mil- 
lions in  New  York  City  alone  to  the  amount  held  as 
reserve  against  other  deposits,  or  the  basis  for  forty 
millions  of  new  loans,  while  in  other  parts  of  the  coun- 
try it  would  have  justified  a  credit  expansion  of  ninety 
millions.  In  New  York,  however,  the  Clearing  House 
Association  conservatively  and  wisely  agreed  not  to  ac- 
cept the  offer,  and  have  continued  the  old  reserve  require- 
ments against  their  members  down  to  the  present  time. 
By  the  end  of  December,  1902,  Mr.  Shaw  had  increased 
his  deposits  with  the  banks  to  such  an  extent  that  they 
totalled  over  one  hundred  and  fifty  millions. 

In  the  following  summer,  that  of  1903,  Mr.  Shaw 
repeatedly  assured  the  public  that  he  would  allow  no 
stringency  in  the  autumn,  and  toward  the  end  of  August 
he  revealed  the  reasons  for  his  assurance.  Up  to  this 
time  it  had  been  the  tinquestioned  belief  of  the  department 
that  revenue  once  turned  into  the  treasury  could  not  be 
taken  out  and  deposited  with  the  banks.  When  Mr. 
Fairchild  and  Mr.  Gage  had  made  large  deposits  with 
the  banks,  they  had  merely  allowed  the  internal  revenue 
to  accumulate  there  as  it  was  collected.  This  was  a  slow 
process,  and  limited  the  secretary's  power  of  relieving  the 
market  to  about  half  a  million  a  day.  On  August  27, 
1903,  Mr.  Shaw  announced  that,  according  to  his  ruling, 
money  could  be  transferred  en  bloc  from  the  treasury 
vaults  to  the  banks,  and  that  he  had  on  hand  about  thirty- 
eight  millions  available  for  that  purpose.  In  other  words, 
he  announced  to  the  banks  before  any  panic  had  occurred, 
that  he  intended  to  assist  them  if  they  were  in  need,  and 
that  he  was  ready  to  assist  them  upon  a  scale  never  before 
conceived  possible.  He  held  the  entire  treasury  balance 
ready  to  use  in  support  of  what  he  took  to  be  the  needs 
of  business.    No  statement  could  have  made  more  explicit 
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his  notion  that  it  was  the  function  of  the  government 
treasury  to  guard  and  protect  the  money  market,  to  keep 
interest  rates  down  and  to  prevent  credit  contraction. 
During  the  autumn  of  1903  the  government  deposits  rose 
to  one  hundred  and  sixty-eight  millions. 

In  the  course  of  the  presidential  year,  1904,  trade 
slackened;  there  was  no  tension  in  the  money  market; 
Mr.  Shaw's  ingenuity  was  put  to  no  further  tests;  his 
paternal  policy  was  not  brought  into  requisition. 

In  the  autumn  of  1905,  however,  business  had  resumed 
its  prosperous  advance,  the  stock  market  was  buoyant, 
and  money  rates  ran  high  again.  In  the  face  of  severe 
tension,  stocks  nevertheless  continued  to  rise,  the  general 
belief  at  the  time  being  that  the  secretary  contemplated 
his  usual  assistance  to  the  banks.  For  some  reason,  how- 
ever, on  this  occasion,  Mr.  Shaw  abstained  from  his  ac- 
customed intervention.  It  may  have  been  because  of  a 
natural  aversion  to  doing  what  he  was  expected  to  do; 
it  may  have  been  because  the  treasury  balance  had  de- 
clined to  the  lowest  point  it  had  touched  since  he  had 
assumed  office ;  it  may  have  been  because  the  administra- 
tion was  sensitive  to  the  criticisms  that  had  been  raised 
against  his  earlier  practices;  it  may  have  been  because 
of  the  continued  advance  in  the  stock  market  which 
seemed  to  render  treasury  assistance  superfluous.  What- 
ever the  reason  for  his  apparent  change  of  policy,  the 
period  of  his  abstinence  from  the  money  market  was  not 
destined  to  last  long. 

Early  in  the  next  year,  1906,  the  bank  reserves  in  New 
York  revealed  a  deficit;  many  stocks  began  to  decline; 
there  were  unmistakable  signs  of  impending  contraction. 
Mr.  Shaw  once  more  resumed  his  policy  of  supporting 
the  market,  first  of  all  more  or  less  surreptitiously,  then 
openly.     His  first  step  was  a  private  arrangement  with 
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the  most  influential  of  the  New  York  banks,  by  which 
that  institution  was  to  import  gold,  and  be  allowed  to 
count  the  metal  in  transit  as  part  of  its  reserve.  This 
peculiar  and  unannounced  arrangement  went  on  for  sev- 
eral weeks,  possibly  months,  before  a  similar  privil^;e 
was  openly  extended  to  the  other  banks.  Not  until  April 
14th  did  Mr.  Shaw  make  virtually  the  same  offer  publicly 
and  without  discrimination.  He  then  announced  that  he 
would  deposit  government  money  with  any  bank  which 
engaged  to  import  gold,  so  that  interest  would  not  be  lost 
during  the  period  of  shipment.  Mr.  Shaw  claimed  that 
in  this  way  approximately  fifty  millions  were  brought 
from  abroad,  and  at  any  rate  forty-nine  millions  were 
deposited  in  the  New  York  banks,  or  the  basis  for  a  loan 
extension  of  nearly  two  htmdred  millions.  Of  these  forty- 
nine  millions  of  public  funds  it  is  worthy  of  passing  note 
that  thirty-one  were  placed  with  a  single  institution,  the 
National  City  Bank. 

In  the  late  summer  the  stock  market  entered  upon  its 
last  ill-advised  upward  swing,  under  the  lead  of  influences 
that  are  well  known,  and  in  September  the  bank  reserves 
again  revealed  a  deficit.  Once  more  Mr.  Shaw  poured 
oil  upon  the  fire  and  repeated  his  operation  of  the  pre- 
vious spring.  This  time  forty-four  millions  of  govern- 
ment money  were  turned  into  the  New  York  market  (of 
which  twenty-five  went  to  the  National  City  Bank), 
ostensibly  as  an  artificial  stimulus  to  the  import  of  gold. 
They  represented  Mr.  Shaw's  last  effort  to  prevent  a 
contraction  of  credit,  his  last  contribution  to  the  advance 
of  the  stock  market,  for  before  another  period  of  money 
tension  had  arrived,  Mr.  Shaw  had  withdrawn  from 
public  life,  and  had  been  welcomed  to  other  fields  of 
usefulness. 

Events  have  moved  rapidly  since  Mr.  Shaw  left  office, 
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and  we  are  already  in  a  position  from  which  we  can  sur- 
vey some  of  the  consequences  of  his  policy  in  perspective. 

For  an  entire  decade  banking  credit  had  been  expand- 
ing with  scarcely  a  momentary  halt.  The  movement  in 
its  duration  and  extent  was  doubtless  in  large  part  attrib- 
utable to  the  vast  additions  made  during  the  period  to  the 
money  supply  in  the  way  of  gold  and  banknotes.  Nearly 
a  billion  dollars  had  been  added  to  our  supply  of  gold 
and  about  three  hundred  millions  to  our  bank  circulation, 
which  meant  an  average  annual  increase  for  ten  years  of 
about  one  hundred  and  thirty  millions.  A  considerable 
part  of  this  increase  had  passed  into  bank  reserves  and 
had  naturally  formed  a  basis  for  enlarged  credit  But 
the  commimity's  credit  as  registered  in  bank  deposits  had 
increased  far  more  rapidly  than  the  money  supply.  The 
total  of  individual  deposits  in  all  of  the  banks,  according 
to  the  Comptroller's  figures,  had  increased  at  the  rate  of 
about  five  htmdred  and  ninety  millions  per  year.  Nor  did 
this  result  merely  from  the  fact  that  upon  a  given  basis 
of  money  a  multiple  quantity  of  credit  can  always  be 
created.  It  meant  more  than  that  It  meant  that  the 
proportion  of  credit  to  the  currency  in  the  country  had 
also  been  increasing,  for  the  ratio  between  the  country's 
money  and  the  bank  deposits  in  1896  had  been  as  100  to 
182,  but  in  1906  credit  had  increased,  so  that  the  propor- 
tion stood  as  100  to  310. 

It  is  worth  while  also  to  examine  the  relative  proportion 
in  which  different  classes  of  bank  credit  had  increased, 
especially  in  New  York,  where  Mr.  Shaw's  operations 
had  been  most  extensive.  Here  one  can  see  most  plainly 
the  traces  of  his  policy  of  stock  market  relief.  If  we 
compare  the  classification  of  loans  in  the  national  banks 
of  New  York  City  in  September,  1896,  with  the  same 
classification  in  September,  1906,  we  find  an  altogether 
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disproportionate  and  enormous  increase  in  the  loans  to  the 
stock  market,  as  compared  with  industrial  loans.  Loans 
on  time  against  commercial  paper  had  increased  by  sev- 
enty-three per  cent.,  but  loans  on  time  secured  by  stocks 
and  bonds  had  increased  by  one  hundred  and  seventeen 
per  cent.,  and  loans  on  call  secured  by  stocks  and  bonds 
had  increased  by  as  much  as  one  hundred  and  seventy-five 
per  cent. 

Much  the  same  story  of  disproportionate  credit  in  the 
security  market  is  told  by  the  statistics  of  price  move- 
ments during  the  period.  The  index  numbers  constructed 
by  the  Bureau  of  Labor  registered  a  rise  between  1896 
and  1906  in  the  prices  of  raw  commodities  of  forty-nine 
per  cent. ;  in  the  prices  of  manufactured  commodities  of 
thirty-seven  per  cent.,  and  an  average  increase  among  all 
commodities  of  thirty-five  per  cent.  To  the  average 
weekly  wages  of  workingmen  an  increase  of  eighteen  per 
cent,  was  attributed.  If,  however,  we  set  alongside  of 
these  figures  the  movements  in  the  prices  of  securities  as 
tabulated  by  the  Wall  Street  Journal,  we  find  a  most 
startling  contrast.  In  the  case  of  twenty  leading  railroad 
stocks,  the  increase  in  price  amounted  to  two  hundred  and 
twenty-eight  per  cent.,  and  among  the  twelve  leading 
industrials  the  rise  in  prices  reached  even  as  high  as  two 
hundred  and  sixty-eight*  per  cent.  Security  prices  had 
been  carried  upward  beyond  all  reason,  and  beyond  all 
proportion  with  their  earning  capacity.  Figures  recently 
published  show  that  the  dividends  of  twenty  leading  rail- 
roads at  the  topmost  prices  of  1906  averaged  a  yield  of 
scarcely  more  than  three  per  cent.  Some,  like  the  Phila- 
delphia and  Reading,  offered  less  than  two  and  a  half  per 
cent.,  or  below  the  normal  yield  of  a  gilt-edged  first  mort- 
gage bond.  These  rates,  it  must  be  remembered,  were 
particularly  low  because  they  occurred  in  a  period  when 
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money  was  depreciating,  and  when  interest  rates  would 
naturally  have  been  high.  One  of  the  reasons  for  this 
anomalous  condition  unquestionably  was  that  Mr.  Gage 
and  Mr.  Shaw  had  for  the  greater  part  of  ten  years 
resisted  with  all  the  vast  resources  of  the  government 
treasury  the  natural  tendency  of  interest  rates  to  follow 
the  rising  level  of  prices.  They  had,  in  fact,  succeeded  in 
keeping  the  money  rate  of  interest  below  the  rate  which 
would  have  been  "normal"  or  "natural"  with  a  depre- 
ciating currency.  They  had  kept  alive  a  continuously 
excessive  demand  for  credit,  by  making  it  available  at  less 
than  the  normal  cost.  They  had  sown  the  wind  and  their 
successor  was  to  reap  the  whirlwind.  They  had  helped 
to  raise  the  tower  of  credit  to  a  tottering  height,  and  now 
the  slightest  agitation  of  any  sort  was  sure  to  bring 
collapse. 

Mr.  Cortelyou  became  secretary  of  the  treasury  on 
March  4,  1907,  and  before  he  had  had  time  to  settle 
himself  in  his  new  office,  or  to  outline  any  general  policy, 
the  fiduciary  structure  fostered  by  his  predecessors  began 
to  waver.  Within  ten  days  of  his  assumption  of  office 
the  stock  market  experienced  the  most  severe  recession  of 
several  years,  and  Mr.  Cortelyou  found  himself  swept 
along  by  the  precedents  of  Mr.  Shaw,  now  extending  to 
the  banks'  relief  in  the  form  of  more  government  de- 
posits, now  offering  again  to  accept  railway  bonds  as 
security  for  such  deposits,  then  offering  to  anticipate 
interest  payments  and  also  to  redeem  bonds  in  advance 
of  their  maturity.  In  thus  retracing  Mr.  Shaw's  foot- 
steps he  apologetically  explained  that  this  action  must  not 
be  regarded  as  a  precedent.  It  was  even  implied  that 
eventually  he  hoped  to  arrange  the  affairs  of  the  treasury 
so  that  the  department  would  not  have  such  close  rela- 
tions with  the  New  York  market.    This  idea  seemed  to 
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be  confirmed  early  in  May  by  the  announcement  that  he 
had  appointed  a  commission  of  five  to  consider  the  whole 
question  of  the  deposit  of  public  funds  in  the  national 
banks. 

In  August,  however,  came  a  second  and  more  severe 
setback  in  the  stock  market,  and  Mr.  Cortelyou  by  this 
time  seems  to  have  adopted  his  predecessor's  theory  as 
to  treasury  responsibilities,  for  on  the  23d  he  came  for- 
ward with  a  plan  which  may  almost  be  said  to  have  out- 
Shawed  Shaw.  He  announced  that,  beginning  with  the 
first  week  in  September,  he  would  make  deposits  with 
the  banks  regularly  for  a  period  of  at  least  five  weeks, 
and  that  while  so  doing  he  would  publish  no  information 
as  to  the  amount  of  these  deposits,  or  as  to  the  manner 
of  their  distribution.  He  also  suggested  that,  in  his 
opinion,  this  was  a  plan  which  might  with  advantage  be 
followed  annually  in  the  weeks  of  autumnal  stringency. 
In  the  course  of  the  next  six  weeks  the  deposits  of  the 
treasury  with  the  banks  increased  by  about  nineteen  mil- 
lions, and  in  the  middle  of  October  they  totalled  one 
hundred  and  seventy-six  millions. 

Toward  the  end  of  October  came  the  third  great  break 
in  the  market,  and  the  actual  outburst  of  the  panic,  the 
details  of  which  are  too  fresh  in  memory  to  bear  repeti- 
tion. It  suffices  to  say  that  in  its  three  opening  days, 
between  Wednesday,  October  23d,  and  Saturday,  Octo- 
ber 26th,  Mr.  Cortelyou  turned  more  than  thirty-one 
millions  of  the  public  funds  over  to  the  banks  of  New 
York  City,  carrying  the  total  of  government  deposits  in 
the  national  banks  of  the  coimtry  to  the  enormous  level 
of  two  hundred  and  nine  millions.  The  power  of  the 
federal  treasury  to  support  the  tottering  edifice  of  credit 
had,  however,  at  last  reached  its  limit.  The  props  snapped 
under  the  overwhelming  weight.     The  financial  frame- 
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work  collapsed,  and  on  Monday,  October  28th,  the  vast 
majority  of  the  banks  in  the  country  suspended  payments. 
Of  the  efforts  of  the  secretary  in  subsequent  weeks  to 
reerect  the  fallen  structure,  of  his  increase  of  the  govern- 
ment deposits  to  two  hundred  and  forty-two  millions,  and 
of  his  preposterous  plan  to  borrow  one  htmdred  and  fifty 
millions  additional  in  order  to  turn  them  over  to  the 
banks,  nothing  need  be  said,  except  that  they  proved 
futile,  and  that  the  latter  plan  was  generally  condemned 
as  ill  adapted  to  afford  either  immediate  relief  or  future 
safety. 

Such  is  the  story  of  the  treasury's  decade  of  pater- 
nalism. Beginning  modestly  under  Secretary  Gage,  it 
developed  flamboyantly  under  Secretary  Shaw,  and 
reached  its  logical  and  helpless  end  under  Secretary  Cor- 
telyou.  It  is  a  story  of  arbitrary  and  lawless  meddling, 
sometimes  involving  favoritism,  on  the  part  of  the  treas- 
ury. It  is  a  story  of  resultant  improvidence  on  the  part 
of  the  banks,  involving  in  the  case  of  the  New  York 
banks  the  lowest  average  reserves  of  any  of  the  four 
decades  since  the  national  banks  were  organized.  In  the 
stock  market  it  is  a  story  of  the  most  extravagant  specu- 
lation since  the  Civil  War.  The  end  of  the  story  has  been 
the  most  general  and  prolonged  collapse  of  the  coimtry's 
credit  system  in  the  history  of  the  national  banking 
system. 

The  completed  record  of  these  ten  years  shows  very 
clearly  the  importance  for  the  future  of  again  divorcing 
the  treasury  from  the  money  market  One  cannot  but 
hope  that,  with  the  return  of  settled  conditions,  either  the 
commission  which  Mr.  Cortelyou  appointed  last  year,  or 
Congress  itself,  will  see  the  wisdom  of  putting  aside  the 
tinhappy  legacies  of  Secretaries  Gage  and  Shaw,  and  will 
once  more  establish  relations  between  the  government 
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treasury  and  the  banks  which  are  automatic  and  invol- 
untary. 

This  end  might  be  attained  in  various  ways.  It  could, 
I  believe,  be  best  attained  if  the  secretary  were  required 
to  deposit  with  the  banks  daily  all  receipts  in  excess  of 
a  fixed  balance,  and  if  the  deposits  were  made  available 
upon  the  same  terms  to  all  national  banks.  The  treasury 
would  then  be  relieved  from  any  possible  charge  of  dis- 
crimination or  of  market  favoritism;  and  the  banks 
would  be  debarred  from  the  tmwholesome  expectation  of 
outside  relief,  the  existence  of  which  is  to-day  a  continual 
incentive  to  impreparedness.  A  solution  of  this  sort  in- 
volves, of  course,  the  working  out  of  various  questions 
of  detail  in  distributing  the  deposits,  such  as  the  question 
as  to  how  far  from  the  place  of  its  collection  surplus 
revenue  shall  be  distributed;  the  question  as  to  the  rela- 
tion between  the  amoimt  to  be  deposited  and  the  capital- 
ization or  resources  of  the  individual  banks ;  the  question 
whether  the  government  shall  charge  a  fixed  rate  of  in- 
terest, or  allow  the  banks  to  bid  for  the  privilege  of 
receiving  the  public  funds ;  and  the  question  whether  the 
government  deposits  shall  be  given  any  peculiar  security. 
None  of  these  questions,  however,  will  be  f oimd  insoluble, 
if  subjected  to  earnest  inquiry. 
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THE  RELATION  OF  THE  UNITED  STATES  FED- 
ERAL TREASURY  TO  THE  MONEY 
MARKET— DISCUSSION. 

Edward  W.  Bemis  :  Will  Professor  Andrew,  or  any- 
one else,  tell  us  the  objection  to  the  following  simple 
plan  of  meeting  the  demand  for  an  emergency  circulation 
during  times  of  panic  ? 

Let  the  Government  offer  greenbacks  in  any  amount 
called  for  to  any  individual  or  corporation  or  bank  which 
will  deposit  the  proper  security  of  government  or  munici- 
pal bonds.  Let  the  said  emergency  circulation  be  subject 
to  such  a  tax,  or  interest  charge,  as  one  may  be  pleased 
to  call  it,  as  would  induce  the  return  of  the  money  to  the 
Government  as  soon  as  the  serious  emergency  is  passed. 
Perhaps  an  interest  charge  of  7  per  cent.,  or  even  of  10 
per  cent.,  would  be  proper.  The  amount  of  charge  could 
easily  be  adjusted  by  experiment. 

Is  there  any  objection  to  the  principle,  and  would  it 
not  accomplish,  in  times  of  panic,  about  as  much  as  the 
more  elaborate  plans  contemplated?  This  plan  is  not  so 
very  different  from  the  so-called  interconvertible  bond 
schemes  urged  by  Mr.  Windom  when  Secretary  of  the 
Treasury,  but  contemplates  a  higher  rate  of  interest  on 
the  emergency  circulation  than  was  provided  for  by  his 
plan. 

Of  course  this  would  not  go  to  the  root  of  the  question 
of  the  causes  of  industrial  depression,  but  would  certainly 
free  such  depression  from  some  of  its  present  seriousness. 

Undoubtedly  one  great  cause,  but  by  no  means  the  only 
one,  of  the  present  depression  has  been  the  readiness  of 
our  banks  all  over  the  country  to  abandon  their  position 
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as  in  a  measure  trustees  and  protectors  of  the  financial 
interests  of  the  community  in  which  they  are  placed. 
They  have  been  ready  to  loan  at  high  rates  of  interest 
on  speculative  stocks  and  even  to  invest  directly  in  them, 
instead  of  taking  care  of  the  demand  for  loans  on  good 
commercial  paper  of  the  business  men  in  their  vicinity. 

But  I  would  like  to  learn,  from  Professor  Andrew 
or  others,  what  objection  there  is  to  the  type  of  emer- 
gency circulation  just  mentioned. 

(To  the  above  Professor  Andrew  replied  that  if  the 
rate  of  interest  or  tax  on  the  emergency  circulation  were 
placed  low  enough  to  help  in  the  usual  Fall  scarcity  of 
money  when  the  crops  are  moved  or  when  the  balance 
of  trade  seemed  to  call  for  it,  the  issue  might  also  be  used 
to  further  stock  speculation  and  an  injurious  expanision  of 
credits  and  prices  would  result :  but  that  if  the  proposi- 
tion was  to  have  the  tax  so  high  that  the  emergency 
circulation  would  only  be  called  for  in  times  of  panic, 
resort  to  the  issue  would  call  attention  to  the  existence 
of  a  panic,  and  would  not  be  made  until  too  late  to  afford 
relief.) 

Allen  R.  Foote  :  One  criticism  of  the  Federal  Treas- 
ury relates  to  its  absorption  of  funds  from  the  channels  of 
trade  and  the  accumulation  and  centralization  of  the  same 
in  the  Federal  Treasury. 

Another  criticism  is  the  use  made  of  such  accumulated 
funds  by  an  arbitrary  return  of  the  same  to  the  channels 
of  trade  in  spasmodic  efforts  to  relieve  the  pressure  in  the 
money  market  on  the  request  of  banking  institutions. 
Both  of  these  evils  may  be  entirely  overcome  by  the 
adoption  of  a  Federal  depository  system  similar  to  that  in 
use  in  several  states. 

I  have  in  mind  one  state  which  a  few  years  ago  had  no 
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depository  law  for  its  state  funds.  At  that  time  the 
entire  amount  of  the  funds  owned  by  the  state  was  sup- 
posed to  be  always  in  the  vaults  of  the  state  treasury  at 
the  Capitol,  entirely  withdrawn  from  the  channels  of 
trade  and  unproductive.  At  the  present  time  this  state 
has  a  depository  law  for  state  funds  and  for  county  funds 
and  muncipal  funds,  and  an  effort  is  about  to  be  made 
to  extend  the  law  to  all  public  funds  of  every  character. 
The  state  now  has  an  annual  income  of  about  $100,000 
from  interest  upon  the  deposit  of  state  funds.  The  rate 
is  a  flat  rate  of  2  per  cent. 

This  system  could  easily  be  extended  to  the  require- 
ments of  the  Federal  Government  by  a  law  requiring 
the  deposit  of  all  funds  collected  for  the  government, 
from  whatever  source,  including  post  office  receipts,  in 
national  banks  located  in  the  community  where  such  col- 
lections are  made.  The  accounts  between  collectors  and 
the  Federal  Treasury  could  be  settled  by  remittance  of 
certificates  of  deposit  from  the  banks  in  which  the  de- 
posits were  made  without  any  transfer  of  funds. 

The  banks  receiving  the  deposits  should  be  required 
to  pay  2  per  cent,  interest  on  daily  balances  and  hold  the 
deposits  subject  to  check  as  is  customary  with  commercial 
accounts. 

The  disbursements  of  the  Federal  Treasury  should  be 
made  by  checks  upon  the  depository  banks  in  the  com- 
munity where  payments  are  due.  This  system  will  pre- 
vent the  withdrawal  of  funds  from  the  channels  of  trade ; 
will  create  an  income  for  the  Federal  Treasury  on  account 
of  the  use  of  its  balances  in  the  depository  banks,  and  will 
prevent  the  centralization  of  fimds  in  Washington  or  in 
the  sub-treasuries. 

It  will  also  take  the  Federal  Treasury  out  of  the 
speculative  money  market,  because  the  Treasury  will  at 
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no  time  possess  a  large  centralized  fund  that  has  been 
withdrawn  from  the  channels  of  trade  which  it  can  return 
to  the  channels  of  trade  to  relieve  pressure  in  the  money 
market  at  the  request  of  banking  interests. 

Under  this  system,  all  money  collected  for  the  Federal 
Government  will  remain  in  the  community  where  col- 
lected, excepting  in  those  cases  where  the  disbursements 
of  the  Federal  Treasury  are  less  than  the  amount  of 
collections  in  a  community.  In  such  cases  the  unused 
balances  will  be  transferred  directly  to  other  communities 
where  disbursements  exceed  the  amount  of  collections. 
This  system  will  place  the  deposit  accounts  of  the  Federal 
Government  in  the  same  position  as  the  accounts  of  pri- 
vate business.  As  the  Federal  Government  inspects  all 
national  banks  and,  practically,  through  such  inspection, 
certifies  to  the  people  that  such  banks  are  solvent  and 
trustworthy  depositaries  for  the  funds  of  the  people,  there 
is  no  logical  reason  why  the  Federal  Government  should 
not  use  the  same  banks  for  its  deposits  on  the  same 
terms  it  encourages  private  persons  to  make  their  deposits. 

William  A.  Scott:  I  have  been  hoping  that  some 
patriotic  adherent  of  the  present  administration  would 
arise  and  defend  the  course  of  the  Secretaries  of  the 
Treasury  who  have  been  so  severely  criticised  by  Mr. 
Andrew.  Since  no  one  has  done  so,  I  am  inclined  my- 
self to  say  a  word  along  this  line. 

I  dislike  our  independent  treasury  system  quite  as  much 
as  either  of  the  gentlemen  who  have  spoken,  and  I  agree 
with  them  in  the  opinion  that  it  should  be  abolished  at 
the  earliest  possible  moment.  In  discussing  this  question, 
however,  we  should  carefully  distinguish  between  the 
system  and  the  men  who  have  been  obliged  to  administer 
it.     Criticism  of  the  former  does  not  necessarily  imply 
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criticism  of  the  latter.  I  cannot  but  feel  that,  both  in 
his  article  in  the  Quarterly  Journal  of  Economics  and 
his  address  this  evening,  Mr.  Andrew  has  done  injus- 
tice to  Mr.  Shaw  and  other  recent  incumbents  of  the 
office  of  Secretary  of  the  Treasury.  I  think  he  has 
exaggerated  the  effects  of  their  actions  on  the  stock 
market  in  New  York  and  the  influence  which  stock 
market  operations  have  had  upon  them.  A  careful  anal- 
ysis of  fluctuations  in  stock  exchange  values  in  recent 
years  will  show,  I  think,  that  the  most  important  of  them 
have  been  quite  independent  of  the  Secretaries  of  the 
Treasury,  and  I  doubt  if  the  actions  of  Secretary  Shaw 
and  others  have  been  determined  by  consideration  of  the 
stock  market  and  its  needs  to  the  extent  suggested  by  Mr. 
Andrew. 

We  must  remember  that  the  Secretaries  of  the  Trea- 
sury have  been  confronted  by  conditions  over  which  they 
had  no  control.  Since  the  fall  of  1905  the  New  York 
money  market  has  been  in  an  almost  constant  state  of 
stringency,  for  which  the  normal  operations  of  the  inde- 
pendent treasury  system  have  been  partly  responsible. 
What  were  Secretary  Shaw  and  others  to  do?  Clearly 
they  were  under  obligation  to  use  the  treasury  hoards 
in  such  a  way  as  in  their  best  judgment  would  afford  the 
maximum  of  relief.  It  is  easy  to  criticise  their  judg- 
ment. No  man  ought  to  have  been  asked  to  take  such 
responsibility,  and  no  man  could  have  performed  such  a 
task  without  subjecting  himself  to  criticism.  But  since 
Congress  has  persistently  refused  to  correct  the  evils  of 
our  currency  system,  in  my  opinion  the  Secretaries  of  the 
Treasury  have  been  justified  in  going  as  far  as  the  law 
would  allow,  and  perhaps  at  times  in  stretching  the  law 
a  little,  in  order  to  render  all  the  assistance  possible. 
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David  Kinley  :  There  is  one  point  on  which  I  wish  to 
make  my  own  position  perfectly  clear.  It  is  this :  I  do 
not  believe  that  the  actions  of  the  banking  interests  of 
the  country  in  the  last  few  years  justify  us  in  entrusting 
to  them  the  reformation  of  our  currency.  The  recent 
behavior  of  certain  great  banks  in  New  York  alone  mili- 
tates against  the  proposal  of  the  American  Bankers'  Asso- 
ciation for  asset  currency. 
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THE  PUBLIC  SERVICE  COMMISSIONS  LAW  OF 
NEW  YORK  STATE. 

HON.  THOMAS  M.  OSBORNE. 

Not  long  ago,  New  York's  Public  Service  Commission 
of  the  Second  District  held  a  session  in  the  city  of 
Rochester.  A  gentleman  representing  the  Chamber  of 
Commerce  of  that  city  opened  the  proceedings  by  a  brief 
address,  saying  some  pleasantly  flattering  things  about  the 
Commission,  and  eulogizing  the  Law  which  had  formed 
it;  adding  in  effect  that  the  business  men  of  Rochester 
had  favored  the  Law  and  welcomed  the  Commission; 
that  they  welcomed  it  especially  because  they  regarded  it 
as  a  great  barrier  of  safety  for  the  business  world  against 
dangerous  socialistic  ideas — ^such  as  Government  owner- 
ship of  railroads  and  the  like. 

Sitting  as  a  member  of  that  Commission,  I  could  not 
help  smiling  at  an  amusing  coincidence.  Exactly  one 
hour  before,  on'  the  train  coming  from  Buffalo  that 
morning,  I  had  been  greeted  by  a  pleasant  gentleman,  who 
introduced  himself,  saying  that  he  had  attended  all  our 
sessions  in  Buffalo ;  adding  with  much  enthusiasm  that  he 
especially  welcomed  the  Public  Service  Commissions  Law, 
as  he  regarded  it  as  the  first  great  step  in  the  direction  of 
Government  Ownership. 

It  is  surely  not  often  that  a  law  can  thus  receive  the 
unqualified  approval  of  those  who  are  diametrically  op- 
posed in  their  theories ;  and  I  am  inclined  to  think  that  it 
is  an  evidence  of  the  real  statesmanship  underlying  the 
Law  that  it  can  be  thus  recognized  by  both  sides  as  a  step 
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in  the  direction  of  ultimate  Truth — ^whatever  the  nature 
of  that  ultimate  Truth  may  turn  out  to  be. 

In  the  relation  of  its  Public  Service  Corporations  to  the 
Public  on  the  one  side  and  the  State  on  the  other,  New 
York  has  suffered  as  much  as  any  state  of  the  Union 
from  reckless  disregard  of  the  rules  of  sound  finance.  In 
fact  we  have  had  more  than  our  share  of  that  violation 
of  monetary  sanity,  of  economic  morals  (to  say  nothing 
of  economic  decency),  which  has  attended  the  great  de- 
velopment of  our  public  utilities  in  the  last  fifty  years. 
From  the  days  of  the  old  New  York  Central  and  Erie 
railroad  fights,  down  through  those  of  the  Broadway 
surface  railroad  to  those  of  the  "Interborough  Metropoli- 
tan", that  history  has  been  one  of  disorder,  scandal,  and 
disgrace.  The  public  conscience,  stimulated  by  the  public 
interest,  has  at  times  cried  out  and  effected  spasmodic 
reforms;  but  New  York  public  service  corporation  fi- 
nance has  still  remained  what  old  John  Adams  nearly  a 
century  ago  called  its  politics,  "the  Devil's  own  Incompre- 
hensible." 

But  of  late  years,  stimulated  by  more  careful  analysis 
and  study  of  the  fundamental  character  of  public  utili- 
ties on  the  part  of  lawyers  and  economists,  there  has  been 
growing  up  a  deep  and  wide-spread  sense  of  injury  and 
grievance.  It  is  not  unnatural  that  this  should  be  so ;  how 
could  it  be  otherwise,  when  the  people  watched  the  opera- 
tions of  various  reckless  promoters  and  financiers,  and 
saw  those  favored  individuals  amassing  vast  fortunes,  the 
origin  of  which  lay  in  the  public  grants  or  franchises 
given  away  by  state  or  municipalities — ^and  too  often 
given  by  faithless  public  servants  under  revolting  con- 
comitants of  bribery  and  corruption? 

It  would  be  a  tempting  task  to  enter  upon  a  detailed 
study  of  the  various  elements  in  the  resulting  situation. 
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and  especially  as  related  to  politics ;  but  such  an  inquiry 
would  carry  us  too  far  afield.  To  understand  the  origin 
of  the  New  York  Public  Service  Commissions  Law,  how- 
ever, it  is  necessary  to  refer  briefly  to  the  state  election  of 
1906  and  to  recall  the  fact  that  at  that  time  the  wrath  of 
a  long-suffering  and  much  abused  public  seemed  to  be 
fast  gathering  to  the  point  of  political  explosion. 

It  is  at  such  periods,  when  the  people  have  lost  confi- 
dence in  its  servants,  in  its  old  leaders,  in  the  very  frame- 
work of  the  social  structure, — has  apparently  almost  lost 
faith  in  democratic  self-government  itself  and  is  calling 
for  some  political  Moses  to  lead  it  out  of  its  bondage — ^that 
there  comes  the  moment  eagerly  awaited  by  the  Dema- 
gogue. Trading  upon  the  righteous  anger  of  the  just, 
upon  the  prejudices  of  the  unreasoning,  upon  the  cupidity 
of  the  mercenary,  upon  the  timidity  of  the  politician,  the 
Demagogue  becomes  suddenly  a  menace  to  society;  a 
menace,  not  because  he  may  not  be  entirely  right  in  his 
analysis  of  the  situation,  but  because  from  the  nature  of 
the  case  he  is  a  destructive  and  not  a  constructive  force ; 
and  because  he  is  always  seeking,  not  how  to  apply  genu- 
ine remedies — not  how  to  safeguard  the  interests  of  the 
mass,  but  only  how  to  turn  the  situation  to  his  own  per- 
sonal advantage ;  a  menace,  because  even  if  he  is  honest  in 
his  aims  he  has  faith  in  progress  by  revolution  rather 
than  progress  by  evolution — ^believing  in  miracles  rather 
than  in  science. 

The  difference  between  the  demagogue  and  the  states- 
man is  cleverly  illustrated  in  a  story  told  by  Lord  Cromer 
in  a  recent  speech: 

"A  conjurer  exhibited  in  London  some  few  years  ago. 
He  invited  one  of  the  audience  to  lend  him  his  hat.  He 
then,  to  all  appearances,  cut  it  into  small  pieces,  and 
eventually,  of  course,  gave  it  back  to  the  owner  uninjured. 
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He  then  invited  anyone  among  the  audience  to  do  the 
same.  A  young  officer  of  the  army  stepped  on  to  the 
platform  and  said  he  would  like  to  try.  He  borrowed  a 
hat  from  a  confiding  old  gentleman,  and  cut  it  into  small 
pieces.  Then  he  stepped  down  from  the  stage  with  the 
remark,  *I  can  only  do  the  cutting  part.  I  leave  the  rest 
to  the  professional  conjurer.'  The  owner  of  the  hat" 
adds  Lord  Cromer  dryly,  "was  not  altogether  satisfied." 

It  is  distinctly  to  the  credit  of  the  people  of  New  York 
State  that  in  the  midst  of  a  genuine  crisis  of  political  feel- 
ing there  should  have  been  shown  such  careful  weighing 
of  all  considerations  before  political  action;  that  amid 
forceful  appeals  to  passion  and  prejudice,  based  upon  un- 
doubted public  grievances  there  should  have  been  upon 
both  sides  so  much  honest  endeavor  to  think  clearly  and 
act  justly.  Probably  at  no  election  ever  held  in  New 
York  was  there  so  complete  a  breakdown  of  the  ordinary 
political  barriers.  Republicans  by  thousands  voted  the 
Democratic  ticket  in  whole  or  in  part ;  Democrats  by  tens 
of  thousands  voted  the  Republican  ticket  in  whole  or  in 
part.  While  outwardly  the  old  party  forms  were  main- 
tained, in  reality  party  ties  in  a  large  measure  ceased  to 
exist. 

It  was  in  truth  not  merely  an  interesting — it  was  a 
monentous  election ;  and  one  the  importance  of  which,  not 
only  to  the  people  of  New  York  State  but  to  the  whole 
nation,  becomes  more  evident  the  farther  away  from  it 
we  get.  As  the  campaign  developed  it  became  a  genuine 
choice  between  the  Gospel  of  Disorder,^  under  cover  of 
a  righteous  outbreak  against  existing  conditions  on  the 
one  side,  and  on  the  other  calm,  sane,  and  orderly  pro- 


'"As  between  Rottenness  and  Riot^,  said  Mr.  Burke  Gxrhran, 
when  defending  his  candidate  at  the  Buffalo  Convention,  '1  prefer 
Riot."  An  unique  way,  certainly,  of  recommending  a  man  as  nominee 
for  Governor. 
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gress.  And  it  is  a  humorous  illustration  of  the  irony 
of  history  that  the  Republican  party,  which  of  the  two 
political  parties  may  fairly  be  held  far  the  more  re- 
sponsible for  the  evils  of  the  situation,  should  have  been 
the  one  to  place  in  nomination  a  genuine  reformer; 
while  the  Democratic  party  should  have  thrown  away 
the  chance  of  a  generation  by  allowing  its  opponents  to 
play  once  more  the  old  game  so  aptly  described  by  Disraeli 
at  the  time  of  the  repeal  of  the  Corn  Laws,  when  he 
averred  that  Peel  had  caught  the  Whigs  in  bathing  and 
had  run  off  with  their  clothes. 

The  result  of  the  election  was  to  seat  in  the  Governor's 
chair  an  able  and  successful  lawyer,  a  Republican  who 
aims  always  to  place  state  interests  before  partisan  advan- 
tage, a  man  of  the  sincerest  and  most  confirmed  honesty, 
of  high  ideals  of  public  service,  of  determined  convictions, 
yet  open  mind ;  moreover,  a  man  who  realized  fully  that 
his  election  was  simply  an  expression  of  public  confidence 
in  him  personally  in  the  midst  of  his  party's  defeat.  Gov- 
ernor Hughes  realized  to  the  full  the  political  difficulties 
of  the  situation,  and  the  dangerous  temper  of  the  public 
mind  along  with  the  genuine  grievances  which  lay  behind 
and  were  the  cause  of  it;  so  he  at  once  set  himself  to 
grapple  with  the  dangers  and  difficulties  of  the  situation  in 
the  calm  temper  of  a  true  statesman.  The  Public  Service 
Commissions  Bill  was  the  outcome. 

II. 

The  law  as  it  was  passed  contains  five  articles ;  the  first 
establishes  the  Public  Service  Commission  and  deals  with 
certain  general  provisions ;  the  second  lays  down  the  pro- 
visions relating  to  railroads,  street  railroads,  and  other 
common  carriers;  the  third  states  the  powers  of  the 
Commission  relating  to  such  railroads,  street  railroads 
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and  other  common  carriers;  the  fourth  deals  with  gas 
and  electric  corporations ;  and  the  fifth  abolishes  former 
railroad,  gas  and  electricity,  and  rapid  transit  Com- 
missions and  ends  with  a  few  general  provisions. 

The  main  points  of  the  Law  may  be  briefly  touched 
upon: 

I.  By  Article  One  the  State  is  divided  into  two  dis- 
tricts with  a  separate  and  independent  commission  of 
five  for  each  district.  The  first  district  includes  what 
is  known  as  Greater  New  York — the  four  counties  of 
New  York,  Kings,  Queens,  and  Richmond  (or  New 
York  City,  Brooklyn,  Long  Island  City,  and  Staten  Is- 
land), and  the  second  includes  all  other  counties  in  the 
State.  The  reason  for  this  is  perhaps  more  obvious  to 
a  New  Yorker  than  to  anyone  outside  the  State ;  but  the 
truth  is  that  the  problems  in  the  two  districts  are  so  very 
distinct  that  the  wisdom  of  the  separation  has  become 
more  and  more  apparent  since  the  two  commissions  began 
their  labors.  For  instance,  the  great  problem  of  rapid 
transit  in  New  York  City,  involving  the  building  of 
subways,  and  the  closely  related  and  equally  difficult  prob- 
lem of  regulating  the  vast  traffic  across  Brooklyn  Bridge 
at  the  end  of  each  working  day,  have  no  counter-parts 
up  the  State.  On  the  other  hand,  the  State  has  its  own 
peculiar  problems;  the  network  of  railways,  large  and 
small — each  with  its  own  system  of  management,  good 
or  bad — each  with  its  own  financial  history,  creditable  or 
otherwise,  and  its  existing  or  proposed  issues  of  securities 
as  a  result  of  that  history — ^this  lies  entirely  outside  of 
the  City.  In  the  City  there  is  but  one  problem  involved 
in  the  question  of  gas  or  electrical  supply;  in  the  State 
there  are  almost  as  many  problems  as  there  are  communi- 
ties with  corporations  supplying  gas  and  electricity.  One 
might  say  that  in  the  City  each  problem  is  an  obstinate  and 
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gigantic  unit,  while  in  the  State  each  problem  has  such  a 
dazzling  multiplicity  of  units  that  it  is  both  bewildering 
and  elusive;  in  short  the  advantage  of  separate  commis- 
sions must  be  obvious  upon  any  serious  consideration. 
(Sec.  3). 

2.  The  ten  Commissioners — ^five  for  each  district — ^are 
appointed  by  the  governor  with  the  approval  of  the 
senate,  and  subject  to  removal  by  the  governor  "for 
inefficiency,  neglect  of  duty  or  misconduct  in  office",  after 
serving  charges  and  giving  due  opportunity  for  a  public 
defence.  When  the  Law  was  passed  some  objections 
were  made  to  giving  the  governor  this  practically  arbi- 
trary power  of  removal ;  but  it  is  obvious  that  that  power 
should  rest  somewhere,  and  it  is  far  better  to  throw  the 
responsibility  dearly  upon  the  governor,  who  is  and 
should  be  responsible  for  the  administrative  part  of  the 
State  government,  than  to  make  him  share  that  respon- 
sibility with  a  body  like  the  senate.  It  is  not  possible  to 
hold  the  individual  members  of  a  senate  to  account  for 
failures  in  administration;  but  it  possible  to  hold  the 
governor  to  account  where  he  has  the  power  of  removal 
and  appointment. 

In  politics  as  in  business  there  is  necessity  for  focus- 
sing the  responsibility  dearly  upon  the  individual;  and 
my  own  experience  in  city  administration  leads  me  to  be- 
lieve that  where  any  legislative  body  is  called  upon  to 
undertake  the  work  of  appointment  or  dismissal,  which 
is  properly  an  administrative  function,  it  is  more  likely 
to  keep  an  unfit  public  servant  in  office  than  to  assist  in 
ejecting  him.  If  it  is  desirable  to  give  the  senate  any 
right  to  participate  in  a  removal,  then  the  power  to  re- 
move should  be  granted  to  either  the  governor  or  the 
senate  acting  independently.  Such  an  arrangement 
would  obviate  such  a  long  and  unedif)ring  deadlock  as 
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occurred  between  governor  and  senate  some  twenty-five 
years  ago,  in  an  effort  to  secure  the  removal  of  Thomas 
C.  Piatt  from  the  office  of  Quarantine  Commissioner. 

(Sec.  4). 

3.  After  providing  for  Counsel,  Secretary,  and  busi- 
ness force,  the  law  proceeds  to  declare  ineligible  to  ap- 
pointment as  Public  Service  Commissioner  anyone  hold- 
ing "official  relation  to  any  ....  corporation  subject 
to  the  provisions  of  this  act,  or  who  owns  stocks  or 
bonds  therein."    (Sec.  9.) 

The  law  also  provides  that  no  commissioner  or  em- 
ployee of  the  commission  shall  "solicit,  suggest,  request 
or  recommend,  directly  or  indirectly,  to  any  common 
carrier,  ...  the  appointment  of  any  person  to  any 
office"  or  to  receive  "any  free  pass  or  transportation  or 
any  reduction  in  fare  ....  or  any  present,  gift, 
or  gratuity  of  any  kind"  from  any  corporation  subject 
to  the  law.  As  the  State  pays  traveling  expenses  when 
on  business  of  the  commission  this  provision  is  emi- 
nently wise,  as  it  prevents  the  sense  of  obligation  which 
such  favors  inevitably  tend  to  produce,  even  when  the 
favor  is  dictated  by  the  law  itself.     (Sec.  15). 

4.  A  convenient  and  necessary  provision  gives  each 
commissioner  the  full  power  of  the  commission  in  all 
investigations  and  hearings;  although  any  order  of  a 
commissioner  must  be  approved  and  confirmed  by  the 
commission  before  it  becomes  operative.  Five  hearings 
can  therefore  be  going  on  at  once,  if  necessary,  and  thus 
more  work  accomplished  in  a  given  time.     (Sec.  11). 

5.  That  at  hearings  and  investigations  the  commission 
need  not  be  governed  by  the  technical  rules  of  evidence 
is  another  clear  advantage  in  the  work  of  the  commis- 
sion. To  the  mind  of  many  laymen,  the  rules  of  evidence 
often  seem  admirably  calculated  to  delay  the  truth,  if  not 
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to  distort,  obscure  or  conceal  it;  and  in  the  work  of  the 
commission  it  is  desirable  to  get  at  the  facts  as  quickly 
and  as  clearly  as  possible.  The  object  to  be  gained  in 
most  cases  is  immediate  relief  of  some  sort,  and  ob- 
viously "the  law's  delay"  would  largely  destroy  the  effi- 
ciency of  the  commission.     (Sec.  20). 

6.  All  witnesses  are  duly  protected;  the  law  pro- 
viding that  "no  person  shall  be  prosecuted,  pimished,  or 
subjected  to  any  penalty  or  forfeiture  for,  or  on  account 
of  any  act,  transaction,  matter  or  thing  concerning  which 
he  shall  under  oath  have  testified  or  produced  docu- 
mentary evidence" ;  but  this  immunity  does  not  extend  to 
the  corporation  with  which  the  witness  may  be  con- 
nected.    (Sec.  20). 

The  commission  is  given  ample  power  to  force  the 
attendance  of  witnesses  and  secure  their  testimony- — re- 
fusal constituting  a  misdemeanor. 

7.  Article  II  prescribes  the  duties  of  Common  Car- 
riers, which  term  includes,  according  to  the  wording  of 
the  act,  "all  railroad  corporations,  street  railroad  cor- 
porations, express  companies,  car  companies,  sleeping 
car  companies,  freight  companies,  freight  line  companies, 
and  all  persons  and  associations  of  persons,  whether  in- 
corporated or  not,  operating  such  agencies  for  public  use 
in  the  conveyance  of  persons  or  property."  (Sec.  2). 
Such  common  carriers : 

(a)  Shall  furnish  to  the  public  "such  service  and 
facilities  as  shall  be  safe  and  adequate  and  in  all  respects 
just  and  reasonable" ;  and  "all  charges  made  or  demanded 

shall  be  just  and  reasonable  and  not  more 

than  allowed  by  law  or  by  order  of  the  commission." 
(Sec.  26). 

(b)  Shall  provide  proper  switch  and  side-track  con- 
nections.    (Sec.  27). 
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(c)  Shall  file  and  keep  open  for  "public  inspection 
schedules  showing  the  rates  of  fares  and  charges  for  the 
transportation  of  passengers  and  property" ;  and  no  such 
rate  shall  be  changed  without  a  thirty  day  notice  to  the 
commission  unless  duly  authorized  by  the  commission. 
(Sec.  28  and  29). 

(d)  There  shall  be  no  "special  rate,  rebate/'or  unjust 
discrimination  of  any  kind;  no  "undue  or  unreasonable 
preference" ;  no  "free  ticket,  free  pass,  or  free  transpor- 
tation of  passengers  or  property"  except  to  officers  and 
employees  of  the  railway  and  their  families,  ministers  of 
religion,  inmates  of  hospitals  and  other  specified  individ- 
uals. But  this  provision  shall  not  prevent  "the  issuance 
of  mileage,  excursion  or  commutation  passenger  tickets, 
or  joint  interchangeable  mileage  tickets",  nor  "the  is- 
suance of  passenger  transportation  in  exchange  for  ad- 
vertising space  in  newspapers  at  full  rates".  Of  course 
this  latter  exception  to  the  general  rule  should  be  uni- 
form; for  instance  a  special  commutation  rate  from 
Yonkers  to  New  York  must  be  open  to  anyone  in  Yonk- 
ers.    (Sees.  31-33.) 

(e)  "Every  railroad  corporation  or  other  common 
carrier  engaged  in  the  transportation  of  freight  shall, 
upon  reasonable  notice,  furnish  to  all  persons  and  cor- 
porations ....  sufficient  and  suitable  cars  for 
the  transportation  of  freight  in  car-load  lots".  Railroads 
and  street  railroads  "shall  have  sufficient  cars  and  motive 
power  to  meet  all  requirements  for  the  transportation  of 
passengers  and  property."  And  "the  commission  shall 
have  power  to  make  and  by  order  shall  make,  reasonable 
r^^lations  for  the  furnishing  and  distribution  of  freight 
cars  to  shippers,  for  the  switching  of  the  same,  for  the 
loading  and  unloading  thereof,  for  demurrage  charges  in 
respect  thereto,  and  for  the  weighing  of  cars  and  freight 
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offered  for  shipment  or  transportation  by  any  common 
carrier."     (Sec  37). 

8.  Article  III  continues  the  provisions  relating  to 
Common  Carriers,  dealing  especially  with  the  powers  of 
the  commission  for  carrying  the  provisions  of  Article 
II  into  effect.     Power  is  given  to  the  commission : 

(a)  To  examine  into  the  "general  condition,  their 
capitalization,  their  franchises"  and  management  of  all 
common  carriers.     (Sec.  45). 

(b)  To  examine  all  books,  contracts,  records,  docu- 
ments and  papers  and  to  compel  their  production.     (Sec. 

45)- 

(c)  To  conduct  hearings  and  to  take  testimony  on 
any  proposed  change  of  law  relating  to  any  common 
carrier,  if  requested  to  do  so  by  the  l^slature,  the 
senate  or  assembly  committee  on  railroads,  or  by  the 
governor.     (Sec.  45). 

(d)  To  prescribe  the  form  of  annual  reports.     (Sec. 

46). 

(e)  To  investigate  accidents — such  as  in  the  judg- 
ment of  the  commission  require  investigations;  and  im- 
mediate notice  to  the  commission  of  all  accidents  is 
prescribed — ^the  Law  requiring  the  office  of  the  commis- 
sion to  be  kept  open  from  8  a.  m.  to  11  p.  m.     (Sec.  47). 

(f)  To  investigate  as  to  any  act  done  or  omitted 
to  be  done  by  the  common  carrier  "in  violation  of  any 
provision  of  law  or  in  violation  of  any  order  of  the 
commission."     (Sec.  48). 

(g)  To  fix  rates  and  service.    (Sec.  49.) 

(h)     To  order  "repairs  or  improvements  to  or  changes 

in  any  tracks,  switches,  terminals motive 

power,  or  any  other  property,  or  device in 

order  to  secure  adequate  service."     (Sec.  50). 

(j)     To  order  changes  in  time  schedules  by  an  in- 
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crease  in  the  number  of  trains,  or  cars  or  motive  power, 
or  by  changes  in  the  time  for  starting  trains  or  cars. 
(Sec.  SI). 

(k)  To  establish  a  uniform  system  of  accounts,  and 
prescribe  the  manner  in  which  such  accounts  shall  be 
kept.     (Sec  52). 

9.  The  approval  of  the  commission  is  necessary  in 
various  cases : 

(a)  No  construction  of  a  railroad  or  street  railroad 
or  any  extension  of  existing  lines  shall  be  begun  without 
such  approval.     (Sec.  53). 

(b)  "No  franchise  nor  any  right  to  or  under  any 
franchise,  to  own  or  operate  a  railroad  or  street  railroad 
shall  be  assigned,  transferred  or  leased"  without  the  ap- 
proval of  the  commission,     (Sec.  54). 

(c)  No  railroad  or  street  railroad  or  other  stock 
corporation  shall  purchase,  acquire,  take  or  hold  any  part 
of  the  capital  stock  of  any  other  road  without  the  ap- 
proval of  the  commission.     (Sec.  54.) 

10.  No  stocks,  bonds,  notes  or  other  evidences  of 
indebtedness  (except  notes  payable  within  twelve  months) 
shall  be  issued  without  an  order  from  the  commission 
authorizing  such  issue,  stating  that  in  the  opinion  of  the 
commission  the  use  of  the  capital  to  be  secured  by  such 
issue,  is  reasonably  required  for  the  "acquisition  of  pro- 
perty, the  construction,  completion,  extension,  or  the 
improvements  of  its  facilities,  or  for  the  improvement  or 
maintenance  of  its  service  or  for  the  discharge  or  lawful 
refunding  of  its  obligations." 

But  it  is  expressly  provided  "that  the  commission  shall 
have  no  power  to  authorize  the  capitalization  of  any 
franchise  or  the  right  to  own,  operate  or  enjoy  any 
franchise  whatever  in  excess  of  the  amount  (exclusive 
of  any  tax  or  annual  charge)  actually  paid  to  the  state 
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or  to  a  political  subdivision  thereof  as  the  consideration 
for  the  grant  of  such  franchise  or  right". 

A  merger  or  consolidation  of  existing  companies  is  not 
forbidden;  but  the  law  provides  that  "the  capital  stock 
of  a  corporation  formed  by  the  merger  or  consolidation 
of  two  or  more  other  corporations  (shall  not)  exceed  the 
sum  of  the  capital  stock  of  the  corporations  so  consoli- 
dated, at  the  par  value  thereof,  or  such  sum  or  any  addi- 
tional sum  actually  paid  in  cash ;  nor  shall  any  corporation 
hereafter  issue  any  bonds  against  or  as  a  lien  upon  any 
contract  for  consolidation  or  merger".     (Sec.  55.) 

1 1.  The  penalties  for  failure  to  comply  with  an  order 
of  the  commission  are  drastic.  Every  day's  violation 
constitutes  a  separate  and  distinct  offense  and  for  each 
offense  the  offender  incurs  a  penalty  of  $5,000  if 
a  common  carrier,  or  $1,000  if  a  corporation  other 
than  a  common  carrier.  Every  individual  who  procures, 
aids  or  abets  any  violation  or  who  fails  "to  obey,  observe 
and  comply  with  any  order  of  the  commission  or  any 
provision  of  the  commission,  or  who  procures,  aids  or 
abets  any  such  common  carrier  or  corporation  in  its 
failure  to  obey,  shall  be  guilty  of  a  misdemeanor".     (Sec. 

56-58). 

12.  In  case  the  commission  shall  be  of  opinion  that 
a  common  carrier  by  action  or  failure  to  act  is  violating 
the  law  or  an  order  of  the  commission,  it  shall  direct 
counsel  to  commence  an  action  to  secure  relief  by  way  of 
mandamus  or  injunction;  and  the  court  shall  require  an 
answer  within  twenty  days.     (Sec.  57.) 

13.  Article  Four  applies  practically  similar  provisions 
to  the  Gas  and  Electrical  Companies  of  the  state.  It  also 
provides  for  inspection  of  all  g^  and  electric  meters. 
(Sec.  67.)  The  commission  has  the  right  to  fix  rates 
upon  proper  complaints  as  to  quality  or  price,  not  only 
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that  supplied  by  private  persons  and  corporations,  but  by 
municipal  lighting  plants  as  well;  it  has  the  power  to 
examine  the  books  and  the  affairs  of  the  producers,  to 
approve  of  all  incorporation  and  franchises,  and  of  all 
stocks,  bonds,  and  other  indebtedness;  in  short,  the  aim 
of  this  article  is  similar  to  the  preceding,  although  having 
been  drafted  with  less  success  it  is  in  places  somewhat 
obscure.  It  is  to  be  hoped  that  amendments  to  the  law 
will  soon  remedy  these  defects. 

14.  With  the  abolition  of  the  former  Railroad,  Gas 
and  Electricity,  and  New  York  City  Rapid  Transit  Com- 
missions, and  the  Inspectors  of  gas  meters,  the  bill  ends 
with  the  necessary  provisions  for  the  transfer  of  records, 
the  continuance  of  pending  actions  and  proceedings,  and 
the  necessary  appropriations. 

To  call  this  law  a  piece  of  radical  legislation  is  to  speak 
mildly;  it  seems  to  mark  an  epoch  in  the  history  of  our 
State,  for  the  corporations  affected  by  the  drastic  pro- 
visions of  the  law  are  among  those  upon  which  the  whole 
structure  of  our  present  civilization-  rests.  Without  the 
railroads  modem  commerce  would  be  impossible;  with- 
out the  street  railroads  our  cities  could  not  spread  their 
vast  populations  out  into  their  ever-growing  suburbs,  and 
social  conditions  would  be  completely  altered;  gas  and 
electricity  are  not  merely  essential  to  our  comfort,  they 
are  necessary  to  the  existing  business  order — all  of  these 
public  utilities  are  vital  elements  in  the  lives  of  every  one 
of  us,  and  a  law  which  compels  such  a  complete  readjust- 
ment of  their  relations  to  the  state  on  the  one  side  and 
the  public  on  the  other  is  not  only  radical,  it  is  revolu- 
tionary. 

III. 
With  many  people  the  mere  suggestion  that  the  state 
or  a  municipality  should  undertake  to  regulate  any  busi- 
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ness  hitherto  in  private  hands  is  at  once  denounced  as 
"socialism".  I  must  confess  to  having  only  the  vaguest 
notion  of  what  "socialism"  in  an  economic  sense  is,  but, 
judging  from  the  current  use  of  the  term,  it  means  any- 
thing which  you  want  the  State  to  do  that  I  don't  want 
it  to  do.  It  has  been  urged  against  the  Public  Service 
Copimissions  Law  that  it  is  "socialism" ;  perhaps  it  is,  but 
the  people  are  not  going  to  be  frightened  by  a  mere  word. 
The  exact  point  where  private  action  may  best  end,  and 
the  community  itself  should  take  hold,  has  certainly  not 
been  discovered  yet ;  nor  is  it  likely  ever  to  be  settled,  for 
social  conditions  shift  quite  as  rapidly  as  social  experi- 
ments are  made;  and  where  shall  we  draw  the  dividing 
line? 

Some  lawyers  will  tell  us  that  there  is  no  dividing  line 
in  this  particular  matter^ — ^that  there  is  no  essential  dif- 
ference between  a  public  service  corporation  and  any 
other;  and  that  it  is  simply  a  question  of  public  policy 
as  to  what  business  the  state  shall  undertake  to  regulate, 
and  what  it  shall  leave  without  interference.  Others  will 
say  that,  however  hard  it  is  to  draw  a  dividing  line,  yet 
there  is  certain  territory  which  is  quite  obviously  on  one 
side  of  the  line,  wherever  the  line  may  be,  and  certain 
territory  quite  as  obviously  on  the  other.  Also,  it  seems 
to  be  true  that  a  certain  business  may  stand  on  one  side 
of  the  line  in  one  generation  and  occupy  the  other  side 
in  the  next.  For  many  centuries  it  was  public  policy  to 
subject  the  inn-keeper  to  stringent  regulation  in  the  public 
interest,  but  with  the  growth  of  modem  conditions  it  has 
ceased  to  be  necessary,  and  a  modem  hotel  company  can 
hardly  be  considered  as  a  public  service  corporation.  On 
the  other  hand,  when  a  virtual  monopoly  in  the  supply 
of  some  necessity  of  life  has  come  into  existence,  that 
business  certainly  seems  to  be  drifting  over  the  line  into 
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territory  where  some  sort  of  public  regulation  seems 
inevitable. 

Competition  was  formerly  recognized  as  the  essential 
basis  of  trade,  and  so  naturally,  in  the  matter  of  modem 
public  utilities,  it  was  at  first  assumed  that  the  safeguard 
of  the  public  would  be  competition.  Therefore,  legisla- 
tures chartered  rival  railroads,  and  common  councils 
granted  franchises  to  rival  trolley,  gas  and  electric  com- 
panies, only  to  find  that  almost  inevitably,  after  a  brief 
period  of  cut-throat  competition,  which  threatened  failure 
to  both  sides,  there  was  consolidation,  over-capitalization, 
and  relatively,  if  not  actually,  higher  charges — ^and  thus 
for  the  poor  consumer  the  last  state  was  worse  than  the 
first. 

In  New  York  we  have  at  last  waked  up  to  the  fact  that 
in  these  public  utilities  there  has  not  only  never  been  any 
genuine,  open  competition,  but  from  the  nature  of  the 
case  there  could  not  be.  We  are  also  learning  that  in 
these  businesses  especially,  if  justice  is  to  be  done  to  the 
buyer  as  well  as  to  the  seller,  in  place  of  competition 
something  must  be  substituted;  and  that  something  we 
are  now  to  try  in  the  shape  of  State  regulation. 

All  the  businesses  which  areplacedimder  the  jurisdiction 
and  supervision  of  the  New  York  Public  Service  Com- 
missions are  all  more  or  less  monopolies  dependent  upon 
some  form  of  public  grant  or  franchise.  Our  railways 
are  not  only  great  modem  public  highways,  but  the  com- 
panies that  own  them  own  also  the  means  of  traversing 
them  and  of  transporting  goods  along  them. 

Our  street  railways  occupy  the  public  thoroughfares 
under  exclusive  grants  from  municipalities.  The  gas 
companies  must  get  permission  from  the  city  to  dig  up  the 
public  streets,  and  electric  light  companies  to  erect  their 
poles.    Express,  freight  line,  and  sleeping  car  companies 
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only  supplement  the  work  of  the  railway.  One  and  all 
would  be  unable  to  exist  except  for  the  public  grant 
which  is  their  foundation;  and  all  of  these  come  well 
within  the  territory  of  public  service  corporations,  which 
should  be  subject  to  state  regulation. 

The  reasoning  under  the  old  theory  of  the  relation  of 
the  state  or  municipality  to  its  public  utilities  was  some- 
thing like  this  (let  us  take  a  gas  company  for  instance)  : 

1.  The  people  of  the  city  need  gas. 

2.  Here  is  a  company  of  investors  willing  to  spend 
the  money  necessary  to  supply  the  people  with  gas. 

3.  To  establish  its  business  the  company  needs  a  fran- 
chise to  lay  pipes  along  the  public  streets. 

4.  The  city  can  well  afford  to  permit  the  use  of  the 
public  streets  for  the  benefit  of  the  gas  consumers ;  espe- 
cially as  the  gas  company  promises  to  light  the  city  streets 
at  a  reasonable  rate. 

5.  By  such  use  of  its  streets  the  city  loses  nothing; 
for  the  people  gets  its  supply  of  gas  and  the  city  gets  its 
streets  lighted. 

6.  The  gas  company  is  entitled  to  make  all  the  money 
it  can  out  of  the  private  consumer.  So  long  as  the  price 
of  gas  to  the  city  is  reasonable,  the  private  consumer 
must  take  care  of  himself;  if  he  does  not  like  gas  at  the 
company's  price  he  can  go  back  to  lamps  and  candles. 

This  was  ingenious  reasoning,  but  its  fallacy  is  now 
getting  to  be  quite  obvious;  it  is  not  true  that  the  gas 
company  has  a  right  to  make  all  it  can  out  of  the  private 
consumers;  for  whenever  the  company  pays  upon  the 
money  actually  invested  a  higher  return  than  is  just  and 
reasonable — ^making,  of  course,  a  liberal  allowance  for  the 
risk  of  new  enterprise  and  whatever  is  necessary  as  incen- 
tive for  good  management ; — ^whenever,  for  instance,  over 
and  above  such  just  and  reasonable  returns  the  gas  com- 
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pany  declares  stock  dividends  from  its  surplus,  or  when  it 
issues  stock  which  is  not  based  upon  actual  capital  in- 
vested, it  is  in  reality  capitalizing  for  the  benefit  of  its 
stockholders  property  which  belongs  to  the  city ; — ^which 
belongs  to  the  city  in  spite  of  the  fact  that  the  common 
council  may  have  granted  that  franchise  in  perpetuity  to 
the  g^s  company.  For  when  the  city  legislature  grants 
a  franchise  in  perpetuity  it  g^ves  away  what  does  not 
belong  to  it  to  give,  what  does  not  even  belong  to  the 
public — ^the  existing  generation  of  citizens, — ^but  which 
belongs  to  the  whole  community  of  to-day,  of  to-morrow, 
and  so  on  to  the  end  of  time. 

The  fundamental  mistake  we  have  been  making  in  all 
these  years  it  is  now  easy  to  see — ^we  have  not  realized  the 
essential  nature  of  the  franchise — ^nor  the  essential  dif- 
ference between  the  ownership  of  a  private  business,  sub- 
ject to  competition,  and  the  operation  of  a  public  utility 
under  a  monopoly.  Our  ordinary  American  citizen,  in- 
tent upon  his  own  business  and  satisfied  if  he  was  making 
it  pay,  was  also  satisfied  if  he  was  getting  from  railroad, 
express  company,  telegraph  or  telephone  the  service  that 
his  own  particular  business  required;  and  he  was  little 
inclined  to  question  the  right  of  investors,  who  were 
bringing  to  him  the  business  advantage  of  a  very  neces- 
sary public  service,  to  do  what  he  himself  was  doing — 
make  as  much  money  as  possible  on  the  investment. 

The  old  theory,  therefore,  was  that  railroad  or  gas 
company,  under  a  minimum  of  public  supervision,  should 
be  managed  like  private  business  corporations,  —  pri- 
marily, if  not  exclusively,  for  the  financial  benefit  of  the 
investors.  To  be  sure,  under  the  fostering  care  of  the 
older  generation  of  railroad  manipulators,  that  theory 
received  some  rather  severe  shocks,  and  we  realized  that 
the  investors  frequently  failed  to  get  their  share  of  the 
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profits ;  nevertheless,  whatever  the  practice,  the  theory  was 
still  held  to  be  sound.  But  of  recent  years  our  ideas  have 
changed,  as  we  have  seen  railroads  utilized  by  monopolies 
to  fasten  their  hold  upon  the  public  and  crush  out  compe- 
tition with  remorseless  vigor;  as  we  have  seen  valuable 
city  franchises  secured  for  favored  individuals  frequently 
by  methods  utterly  abhorrent  both  in  law  and  morals ;  as 
we  have  come  to  realize  the  power  which  lay  in  the  hands 
of  railroad  companies  to  stimulate  artificially  one  com- 
munity while  it  might  destroy  another ;  as  the  knowledge 
has  been  slowly  burned  into  our  consciousness  that  public 
service  corporations  were  after  all  managed  by  men  very 
human  in  their  weaknesses,  greedy  for  power  and  wealth, 
and  no  more  successful  in  resisting  temptation  than  the 
rest  of  mankind.  Studying  these  corporations  more 
closely,  we  have  seen  the  newer  companies — railroads, 
interurban  electric  roads,  and  lighting  companies — being 
managed  primarily,  if  not  exclusively,  for  the  benefit,  not 
of  the  investors,  but  of  those  who  could  induce  investors 
to  invest.  A  new  form  of  human  pest  has  thus  made  his 
appearance — ^the  promoter;  and  a  new  science  of  banking 
has  made  its  appearance,  which,  I  think,  has  not  been 
named  yet.  "New",  did  I  say  ?  To  some  of  us  these 
new  friends  look  most  unconmionly  like  our  old  acquaint- 
ances, Dick  Turpin  and  Jack  Shepard,  in  a  fresh  disguise; 
and  the  new  banking  has  a  most  unseemly  resemblance  to 
the  old  amusement  known  as  highway  robbery.  Words- 
worth's "Rob  Roy"  was  not  the  first  to  invent  that 

"Good  old  rule — ^the  simple  plan 
That  they  should  take  who  have  the  power 
And  they  should  keep  who  can." 

nor  has  he  been  the  last. 

In  this  latest  variation  of  the  old  game  the  interests  of 
the  investor  and  the  interests  of  the  public  alike  have  been 
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overlooked;  but  it  is  all  a  very  logical  outcome  of  the 
original  mistake — the  theory  that  a  public  utility,  once  its 
franchise  is  granted  by  state  or  municipality,  becomes  a 
mere  matter  of  private  ownership. 

The  fundamental  purpose,  as  I  understand  it,  of  the 
Public  Service  Commissions  Law  is  to  remedy  that  old 
mistake — to  place  the  relations  of  the  state,  the  public 
service  corporations  and  the  public  once  for  all  upon  an 
open  and  honest  footing,— one  fair  to  all  parties.  All 
three  parties  are  parties  in  interest;  the  public,  the  com- 
munity of  to-day,  demanding  fair  treatment  for  every 
individual,  large  manufacturer  or  small,  rich  or  poor 
alike ;  the  public  service  corporation,  demanding  just  and 
liberal  treatment  for  those  who  are  willing  to  invest  their 
capital  in  developing  a  public  utility ;  and  the  state,  stand- 
ing for  the  whole  community  in  its  continuing  capacity 
from  generation  to  generation — from  now  into  the  far 
distant  future,  and  demanding  that  these  great  questions 
shall  be  considered  not  as  of  to-day — ^but  that  the  decision 
in  all  matters  of  public  policy  shall  take  the  road  which 
leads  often  past  the  best  immediate  results  toward  the 
best  results  for  the  time  to  come.  And  of  these  interests 
the  last  is  by  no  means  the  least  important.  "Conscience 
and  the  present  constitution  of  things,"  says  Davison, 
"are  not  corresponding  terms.  It  is  conscience  and  the 
issue  of  things  which  go  together."  A  public  service  cor- 
poration is  thus  in  reality  a  tripartite  partnership  in  which 
the  past,  the  present,  and  the  future  are  all  joined — ^the 
investor  seeking  security  and  a  just  return  for  his  capital, 
the  result  of  the  labors  and  sacrifices  of  the  past;  the 
public,  asking  immediate  service  in  the  present;  and  the 
State,  demanding  consideration  for  the  future. 

It  is  the  duty  of  the  public  service  commissions  to  con- 
sider every  question  brought  before  them  in  the  light  of 
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these  interests  and  to  attempt  to  do  justice  to  all  three — 
to  make  use  of  the  results  of  the  past,  to  satisfy  the  just 
demands  of  the  present,  and  to  keep  ever  in  mind  the 
needs  of  the  future.  It  is  because  of  its  endeavor  to 
restore  a  proper  balance  to  these  three  interests  that  this 
law  marks  so  great  a  step  in  advance. 

We  have  been  tald  that,  while  the  law  gives  the  com- 
missions power  over  future  issues  of  stock  and  provides 
expressly  that  no  franchise  shall  hereafter  be  capitalized, 
the  commission  should  not  attempt  to  reopen  old  mat- 
ters—  must  not  touch  existing  securities;  that  vested 
rights  have  been  gained  by  the  granting  of  franchises; 
that  where  such  franchises  have  been  capitalized  they 
must  be  held  inviolate ;  and  that  rates  must  be  fixed  with 
due  regard  to  those  vested  rights.  I  should  answer  to 
this  that  a  common  council  or  a  state  legislature  may 
barter  away  any  present  rights,  yours  or  mine,  of  to-day ; 
but  the  future  is  not  theirs  to  give.  They  may  not  dispose 
of  rights  which  belong  to  our  children  as  much  as  to  us, 
and  to  their  children  and  their  children's  children  after 
them.  They  may  allow  private  development  and  man- 
agement for  the  sake  of  immediate  public  advantage,  and 
any  such  investment  should  be  protected  from  unjust  and 
unreasonable  competition  and  must  be  held  sacred  for  the 
investors ;  but  the  franchise  itself  is  something  which  may 
not  be  given  away,  because  it  is  not  within  the  province 
of  the  legislature  to  give  away  that  which  does  not  belong 
to  the  existing  community.  A  franchise  granted  by  the 
legislature  of  fifty  years  ago,  for  instance,  belonged  then 
to  us  of  to-day  quite  as  much  if  not  more  than  to  our 
grandfathers  who  handed  it  over  to  some  railroad  in  per- 
petuity; it  belongs  to  us  now  as  it  will  belong  to  our 
grandchildren  in  their  turn.  The  action  of  the  legislature 
of  two  generations  ago  in  giving  away  our  birthright  is 
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not  morally  a  binding  contract  upon  us  to-day,  when  it 
comes  in  conflict  with  present  or  future  interest ;  and  the 
vested  rights  of  the  private  inheritors  of  that  franchise 
will  not  stand  when  they  come  in  conflict  with  the  vested 
rights  of  the  whole  people  of  the  State  of  New  York. 

Perhaps  this  blunt  statement  may  seem  "socialistic" 
and  not  to  be  accepted  by  those  who  fear  to  face  plainly 
the  conclusions  which  must  be  drawn  from  the  premises 
they  have  helped  to  create;  they  will  say  that  contracts 
are  sacred  by  the  constitution  and  the  laws  and  that  there- 
fore these  old  franchises  must  stand.  But  the  constitu- 
tion will  not  guarantee  a  contract  which  was  essentially 
illegal  in  its  inception,  any  more  than  it  will  protect  a 
sale  of  stolen  goods,  however  innocent  the  seller  and  the 
purchaser ;  and  while  this  view  of  the  illegality  of  the  old 
franchise  contract  may  not  be  "good  law"  according  to 
present  decisions,  it  will  be  ^ood  law  within  a  very  short 
time;  for  the  public  perception  of  the  inner  essence  of 
things  has  grown  with  surprising  swiftness  of  late  years, 
and  the  courts  never  lag  very  far  behind  public  opinion. 
If  it  is  not  legally  practicable  to  actually  take  back  the 
franchises,  there  are  other  ways  of  reaching  the  same 
practical  result  which  will  be  found  and  developed.  The 
law  will  never  stand  in  the  way  of  genuine  progress; 
some  legal  way  will  always,  sooner  or  later,  be  found  to 
do  that  which  is  morally  right  and  which  the  voice  of  the 
people,  when  it  is  the  voice  of  God,  demands. 

The  continuing  community,  then,  is  the  real  owner  of 
the  franchise,  and  as  such  is  entitled  to  its  share  of  the 
profits  of  the  public  service  corporation ;  and  that  share 
amounts  to  all  that  is  left  after  the  legitimate  investor 
has  had  a  liberal  return  on  his  investment,  with  some- 
thing over  to  stimulate  good  business  management.  And 
that  share  should  be  given  to  the  public  and  the  State 
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either  in  the  shape  of  direct  payment  for  the  franchise,  in 
improved  service,  or  in  lower  rates. 

IV. 

A  few  words  in  closing  as  to  the  practical  operation  of 
the  law  in  New  York.  The  commissions  have  been  in 
existence  only  six  months — ^and  that  is  a  short  time  for 
a  revolution  to  be  consummated;  but  already  experience 
has  shown  the  immense  value  of  the  law.  Merchants  and 
manufacturers  have  a  powerful  tribunal  before  which 
they  can  plead  for  justice  and  efficiency;  any  individual 
with  a  just  complaint  can  have  it  brought  to  the  attention 
of  a  public  service  corporation  by  the  commissions  far 
more  forcibly  than  he  himself  could  bring  it;  the  issues 
of  stocks  and  bonds  by  these  corporations  are  for  the  first 
time  subjected  to  rigid  scrutiny,  and  it  is  safe  to  say  that 
very  little  water  will  leak  into  such  securities  in  the 
future;- — in  every  way  the  rights  and  interests  of  the 
public  are  being  safeguarded  as  never  before,  and  the 
public  is  becoming  aware  of  the  fact.  For  the  first  time 
in  their  history  these  great  corporations  realize  fully  that 
there  is  a  higher  power  above  them — s,  power  to  which 
the  public  can  now  appeal ;  they  have  been  shorn  of  their 
ability  to  dispense  life  or  death  to  businesses,  to  tyrannize 
over  individuals  or  to  ignore  the  interests  of  the  public — 
for  above  them  is  the  state,  demanding  justice  and  fair 
treatment  for  its  citizens  and  enabled  to  enforce  its 
demands. 

It  is  only  fair  to  say  that,  on  the  other  hand,  the  cor- 
porations have  shown  both  good  sense  and  good  temper 
in  accepting  the  law  graciously,  and  doing  all  in  their 
power,  so  far,  in  carrying  out  its  provisions  and  the 
orders  and  requests  of  the  commission.  Hundreds  of 
complaints  made  to  the  commission  never  reach  the  com- 
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missioners;  the  complaints  are  remedied  by  the  corpora- 
tions as  soon  as  their  attention  is  called  to  them.  In 
truth,  the  wiser  among  the  corporation  managers  see 
plainly  that  the  law  is  their  best  defense  against  danger- 
ous legislation;  that  the  commission  will  stand  as  a 
barrier  against  injustice  to  the  corporations  on  the  one 
hand,  while  it  affords  relief  to  the  public  against  injustice 
on  the  other. 

It  will  lead  to  a  safer  and  better  condition  of  things  all 
around — the  public  will  see  that  its  rights  are  safeguarded 
and  demagogic  appeals  will  lose  their  force  and  effective- 
ness; the  corporations  will  be  protected  against  destruc- 
tive competition  and  blackmail  and  assured  of  a  fair 
return  on  honest  investment ;  hence  should  result  a  return 
of  public  confidence  in  the  securities  of  the  corporations — 
which  ought  in  turn  to  be  as  good  and  conservative  in- 
vestments as  any  municipal  bonds.  There  will  be  two 
classes  of  people,  but,  I  think,  only  two,  who  will  suffer 
from  the  law — those  among  the  capitalists  and  promoters 
who  are  too  greedy  to  be  content  with  their  fair  share — 
who  wish  to  reap  where  they  have  not  sown;  and  the 
demagogues  and  agitators  who  will  feel  themselves 
cheated  out  of  their  best  weapons  of  attack.  But  if  both 
these  classes  could  be  put  out  of  business  entirely  the 
public  would  become  duly  grateful. 

That  all  these  desirable  things  will  come  at  once  no 
one  will  expect ;  that  they  are  coming  and  that  the  Public 
Service  Commissions  Law  will  justify  the  expectations  of 
its  promoter  many  of  us  fervently  hope  and  believe.  That 
law  is  upon  the  statute  book  not  because  a  governor  of 
New  York  wished  to  alter  the  law,  but  because  public 
opinion  justly  demanded  a  change  in  existing  conditions. 
The  old  footing  of  the  public  service  corporations  was 
intolerable ;  something  new  had  to  be  substituted  for  the 
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false  and  outworn  theory  of  competition  in  order  to  pro- 
tect the  public  and  the  state.  Governor  Hughes  recog- 
nized the  voice  of  the  people  demanding  reform,  and  the 
result  was  an  effective  piece  of  l^slation  which  fairly 
entitles  its  author  to  be  considered  as  that  rather  rare 
personality  in  American  politics  —  a  constructive  states- 
man. 

For  my  own  part,  as  a  Democrat  I  welcome  a  law 
which  seems  to  me  not  only  essentially  democratic  in  prin- 
ciple, but  as  in  line  with  frequent  declarations  of  the 
party  policy — ^an  effort  to  root  out  one  of  the  most  insid- 
ious forms  of  special  privilege  and  to  regulate  in  the 
name  of  the  people  various  monopolies  which  have  been 
for  many  years  disturbing  factors  in  our  social  and 
political  development 
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PUBLIC  SERVICE  COMMISSIONS. 

HON.  WILLIAM  H.  HATTON. 

The  subject  under  consideration  is  so  large  that  it  is 
not  possible  to  do  more  within  the  time  allowed  than  to 
call  attention  to  a  few  points,  and  as  the  purpose  of  a 
meeting  of  this  kind  is  to  promote  discussion,  we  will, 
after  making  a  brief  general  statement,  notwithstanding 
it  presents  the  subject  in  a  disconnected  way,  take  up  for 
consideration  a  few  of  the  points  relating  to  the  details 
of  public  r^^lation  about  which  students  of  the  problem 
differ,  viz. :  Valuation  of  public  utility  property,  tmiform 
accotmting  and  publicity,  franchises,  state  regulation  and 
home  rule,  rates  and  classification,  and  court  review. 

One  of  the  chief  functions  of  the  State  is  to  provide 
such  public  utilities  as  are  necessary  for  the  economic 
and  social  welfare  of  the  people. 

The  State  has  undertaken  to  furnish  these  by  author- 
izing various  corporations  to  engage  in  public  service 
enterprises.  Corporations,  having  engaged  in  the  work, 
cannot  escape  the  responsibility  attaching  thereto.  They 
are  under  obligations  to  furnish  to  all  persons,  without 
discrimination,  adequate  facilities  and  service  at  reason- 
able rates. 

The  right  of  the  State  to  control  and  regulate  all  cor- 
porations of  its  own  creation  and  to  prescribe  the  condi- 
tions under  which  foreign  corporations  may  operate  with- 
in the  State  is  original  and  inherent ;  but,  aside  from  this 
right  of  corporate  control  is  the  right  of  the  State  to 
control  all  persons  engaged  in  a  public  calling  and  all 
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property  which  has,  by  reason  of  its  use,  become  invested 
with  a  public  interest.  This  is  no  new  theory  or  doc- 
trine, but  it  is  nearly  as  old  as  the  common  law.  The 
control  of  railways,  which  are  but  modem  highways,  is 
of  the  highest  importance  at  the  present  time,  is  increas- 
ing and  will  continue  to  increase  in  relative  importance 
from  year  to  year,  due  to  many  different  causes,  among 
which  are  increasing  intelligence  and  wealth,  resulting  in 
a  higher  standard  of  living,  the  increasing  specialization 
of  labor,  which  requires  increased  facilities  to  bring  to- 
gether the  specialist  and  the  raw  material  at  the  specially 
equipped  factory. 

There  has  been  an  enormous  relative  increase  in  manu- 
facturing, viz.,  1890 — value  of  manufactured  products, 
according  to  census,  was  in  round  numbers  about 
$9,000,000,000;  1900 — about  $13,000,000,000,  a  gain  of 
about  40  per  cent,  in  ten  years,  and  the  percentage  of 
gain  since  that  time  is  much  larger. 

The  concentration  of  manufacturing  in  the  large  fac- 
tories tends  to  increased  urban  population,  all  of  which 
increases  the  relative  importance  of  transportation  facili- 
ties. The  transportation  of  passengers  and  freight  has 
increased  at  a  rate  far  in  excess  of  the  increase  in  popu- 
lation. 

From  1895  to  1906  track  mileage  of  railways  in  the- 
United  States  increased  24  per  cent. ;  gross  earnings,  115 ; 
net  earnings,  124,  while  the  population  increased  only 
about  25  per  cent. 

It  requires  careful  consideration  of  social  and  economic 
relations  in  order  to  appreciate  the  tremendous  influence 
of  public  utilities  and  the  power  of  the  utility  corpora- 
tions. The  value  of  every  piece  of  property  is  affected  by 
transportation  facilities  and  charges.  He  who  controls 
the  highways  and  transportation  facilities  controls  the 
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wealth  and  prosperity.  A  vast  power  is  in  his  hands, — a 
power  so  great  that  he  who  wields  it  uncontrolled  may 
control  the  nation. 

There  has  been  for  some  years,  as  shown  by  census 
reports,  a  very  marked  relative  increase  in  urban  popu- 
lation. This,  together  with  increased  intelligence  and 
wealth,  increases  the  demand  for  all  kinds  of  urban  and 
interurban  public  utilities.  The  increasing  intelligence 
and  enterprise  of  the  rural  population  brings  the  tele- 
phone and  the  telegraph  into  increased  use, — ^thus  the 
relative  importance  of  all  public  service  utilities  increases 
from  year  to  year  with  the  growth  of  civilization  and  the 
complexity  of  modem  life. 

Another  matter  which  may  be  considered  in  connection 
with  this  subject  is  the  fact  that  there  is  an  ever-increas- 
ing demand  for  abstract  wealth,  stocks,  bonds,  mortgages, 
etc.,  a  form  of  wealth  which  in  a  measure  relieves  the 
owners  from  the  care  and  responsibility  of  tangible  prop- 
erty, but  nevertheless  gives  them  power  to  exact  an  in- 
come therefrom.  A  large  portion  of  this  abstract  wealth 
is  in  public  utility  securities. 

The  policy  pursued  in  the  past  has  enabled  the  pro- 
moter, the  inflationist,  and  the  speculator  to  water,  inflate, 
and  manipulate  these  securities,  and  in  order  to  make 
them  marketable,  the  owners  have  required  the  public  to 
pay  an  excessive  amount  for  service  rendered  to  insure 
interest  and  dividends  on  watered  stock,  or  at  least  to 
show  prospect  of  dividends.  The  demand  for  abstract 
wealth  has  been  such  as  to  furnish  a  market  for  these 
securities,  but  they  have  been  so  manipulated  that  only 
the  wealthy,  who  can  employ  experts  and  attorneys  to 
investigate,  have  been  safe  in  investing  in  them.  There- 
fore, the  result  is  that  a  large  proportion  of  the  better 
class  of  such  securities  has  passed  into  the  hands  of  the 
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excessively  wealthy,  or  the  idle  rich,  to  whom  such  securi- 
ties are  attractive  on  account  of  the  desire  to  escape  the 
responsibility  of  wealth  and  still  enjoy  the  income  there- 
from, a  system  which  is  comparable  to  absentee  land- 
lordism, and  tending  to  class  distinction.  This  class  of 
property  should  be  so  guarded  and  controlled  that  the 
present  manifest  greed  of  some  of  the  owners  may  not 
wring  from  the  workers  an  unjust  tribute  foi*  the  benefit 
of  the  idlers. 

With  the  proper  control  and  regulation,  all  of  these 
public  utility  securities  can  be  made  reasonably  stable  and 
safe,  which  will  tend  toward  local  ownership  of  these 
various  utilities  by  the  wage  earner  and  small  investor, 
people  who  are  more  directly  interested  in  them, — ^  con- 
dition very  much  to  be  desired. 

The  necessity  for  efficient  public  r^^lation  is  evident. 

The  right  of  the  State  to  control  is  clear,  but,  on  ac- 
count of  the  various  and  varying  conditions  under  which 
public  service  enterprises  exist,  and  are  operated,  it  is  not 
practicable  for  the  legislature,  owing  to  its  large  member- 
ship, its  organization  and  procedure,  designed  for  general 
legislation,  rather  than  administration,  to  deal  with  them 
except  in  a  general  way.  Therefore,  if  we  are  to  have 
effective  public  regulation,  the  legislature  must  intrust 
the  details  to  some  smaller  and  differently  organized 
tribunal. 

Whenever  an  attempt  has  been  made  to  confer  this 
regulating  power  on  the  judiciary,  the  courts  have  held 
the  act  to  be  unconstitutional,  and  have  declared  it  to 
be  an  exclusive  legislative  or  administrative  function 
which  may  be  exercised  through  a  commission.  The 
courts  have  defined  the  law  and  pointed  out  a  practicable 
method  of  exercising  the  power  of  the  State. 
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The  commissions  have  been  established.  They  stand 
on  clear  legal  ground.    They  occupy  a  legitimate  field. 

No  person  need  oflfer  any  apology  for  the  existence  of 
a  well-ordered  commission.  The  apology  is  due  from 
those  who  have  neglected  to  provide  some  effective 
method  for  exercising  the  State's  power  to  the  end  that 
justice  may  prevail. 

The  economic  and  social  necessity  for  such  a  tribunal 
is  sufficient  to  justify  its  existence.  The  importance  of 
the  work  intrusted  to  it  is  equaled  only  by  that  of  the 
judiciary.  Not  only  the  financial,  but  the  social  well- 
being  of  the  people  is  involved  in  the  question  of  the 
proper  control  and  regulation  of  public  service  corpora- 
tions. 

COMMISSION. 

Much  depends  on  the  personnel  of  the  commission. 
So  important  is  the  work  intrusted  to  it  that  it  requires 
men  of  high  character  and  broad  training.  It  would  be 
folly  to  allow  partisan  or  personal  influences  to  govern 
in  the  selection  of  the  commissioners.  They  should  be, 
as  our  judges  are,  beyond  the  control  of  partisans  or  the 
influence  of  petty  political  strife.  Honest,  broad-minded 
men,  influenced  only  by  the  highest  motives,  seeking  only 
an  equitable  adjustment  of  the  relations  between  the  pub- 
lic and  the  corporations.  We  must  not,  however,  over- 
look the  fact  that  weak,  inefficient  or  corrupt  men  may 
by  chance  or  design  secure  a  place  on  the  commission. 
Therefore,  the  commission  should  be  subject  to  wise  and 
discreet  checks  and  balances  so  important  in  representa- 
tive government.  The  law  itself  must  be  so  sound,  hav- 
ing such  inherent  force  and  such  efficient  executive  ma- 
chinery, that  the  work  of  the  commission,  like  the  work 
of  our  government,  will  go  on,  and  the  will  of  the  people 
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will  be  carried  out  even  though  at  times  the  guiding  hands 
are  weak.  Otherwise  the  delegation  of  authority  may  be 
the  means  of  defeating  the  will  of  the  people  rather  than 
enforcing  it. 

VALUATION. 

As  a  foundation  for  its  work  and  that  the  commission 
may  proceed  intelligently  and  within  its  legal  powers,  it 
must  know  the  value  of  the  property  of  any  public  utility 
corporation,  the  acts  of  which  are  under  consideration, 
for  the  courts  have  held  that,  after  due  consideration  is 
given  to  the  public  rights  and  the  value  of  services  ren- 
dered, that  the  corporation  is  entitled  to  charge  a  rate 
that  shall  yield  returns  on  a  reasonable  value  of  the 
property  devoted  to  public  use.  Therefore,  it  may  readily 
be  seen  that  the  commission  should  be  required  to  ascer- 
tain the  value,  and  full  authority  must  be  conferred  upon 
it  to  secure  from  whatever  source  obtainable  all  the  neces- 
sary information  to  enable  it  to  arrive  at  the  true  value 
of  each  public  utility  plant. 

The  actual  investment,  the  true  physical  value  ascer- 
tained by  competent  engineers  and  experts  employed  by 
the  commission,  is  the  true  basis  for  valuation.  It  should 
not,  however,  be  understood  that  this  is  the  only  element 
to  be  considered,  for  the  commission  should  take  into 
consideration  every  element  that  in  any  way  aflfects  the 
value  of  the  property  considered  as  any  operating  unit, 
but  that  the  commission,  the  courts,  and  the  public  may 
be  enabled  to  pass  judgment  intelligently  upon  any  matter 
relating  to  any  public  utility,  it  is  absolutely  necessary 
that  the  actual  physical  value  be  ascertained  and  made 
known. 

If  it  is  conceded  that  the  nature  of  the  business  of  pub- 
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lie  service  corporations  is  monopolistic,  and  that  each 
corporation  is  to  be  protected  in  its  investment  by  grant- 
ing it  a  monopoly  in  its  field,  and  the  opportunity  to 
continue  indefinitely,  then  all  of  the  elements  which  enter 
into  the  valuation  of  the  property  of  competitive  business 
enterprises,  including  franchises,  goodwill,  etc.  (which 
have  furnished  such  fruitful  field  for  the  operations  of 
the  promoter,  the  inflationist,  and  the  stock  speculator), 
will  be  affected  and  some  of  these  elements  will  be  elimi- 
nated. 

Too  much  emphasis  cannot  be  placed  upon  the  matter 
of  valuation,  and  especially  the  physical  valuation,  for  it 
is  essential,  if  we  are  to  protect  the  public  from  excessive 
charges  which  may  be  made  through  the  compulsory 
power  of  the  corporation  having  a  monopoly  of  the  field, 
also  that  the  utility  corporation  may  be  protected  in  the 
matter  of  returns  on  its  investment,  to  which  the  courts 
have  held  it  to  be  entitled. 

Do  not  misunderstand  this  statement  relating  to  re- 
turns on  investment.  Many  hold  to  the  theory  that  the 
corporation  is  entitled  to  charge  sufficient  to  pay  all 
operating  expenses,  interest,  and  other  fixed  charges  and 
dividends  on  stock  under  all  circumstances. 

Those  who  take  this  view  evidently  have  not  fully  con- 
sidered what  the  courts  have  said  on  the  subject,  for  the 
United  States  Supreme  Court  holds  that  each  case  must 
be  considered  on  its  merits,  and  due  consideration  must 
be  given  to  the  value  of  the  services  rendered,  and  that 
the  rate  must  be  just  to  both  the  public  and  the  corporation. 

In  169  U.  S.  446  the  Court  said: 

"It  cannot  therefore  be  admitted  that  a  railroad  cor- 
poration maintaining  a  highway  under  the  authority  of 
the  state  may  fix  its  rates  with  a  view  solely  to  its  own 
interest  and  ignore  the  rights  of  the  public. 
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"But  the  rights  of  the  public  would  be  ignored  if  rates 
for  transportation  of  persons  or  property  on  a  railroad 
are  exacted  without  reference  to  the  fair  value  of  the 
property  used  for  the  public  or  the  fair  value  of  the 
services  rendered,  but  in  order  simply  that  the  corpora- 
tion may  meet  operating  expenses,  pay  the  interest  on 
obligations,  and  declare  dividends  to  stockholders. 

"What  the  company  is  entitled  to  ask  is  a  fair  return 
upon  the  value  of  that  which  it  employs  for  public  conve- 
nience. On  the  other  hand,  what  the  public  is  entitled  to 
demand  is  that  no  more  be  exacted  from  it  for  the  use 
of  a  public  highway  than  the  service  rendered  by  it  is 
reasonably  worth." 

PUBLICITY  AND  UNIFORM  ACCOUNTING. 

That  the  commission  may  have  a  comprehensive  and 
thorough  understanding  of  the  business  of  the  different 
utility  enterprises  over  which  it  has  jurisdiction,  it  is 
necessary  thkt  there  be  adopted  by  all  utility  corporations 
a  scientific  system  of  accounting,  prepared  by  experts  and 
approved  by  the  commission,  uniform  in  each  class,  and 
all  public  utility  corporations  should  be  required  to  adopt 
and  use  such  uniform  system  and  be  prohibited  from 
keeping  any  other  books  than  the  regular  public  books 
approved  by  the  commission. 

The  form  of  accoxmts  is  a  matter  of  detail,  but  two 
important  features  should  be  embodied  in  any  system  that 
is  adopted,  that  is:  Accounts  should  be  kept  in  such  a 
way  that  the  books  will  show  the  various  items  of  cost 
per  unit  of  product.  And  a  depreciation  fund  account 
must  be  kept  reasonably  adjusted  to  its  earnings  and  de- 
preciation beyond  the  amount  actually  paid  for  renewals 
and  maintenance  be  charged  off  from  capital. 

The  people  have  a  right  to  know  all  the  facts  relating 
to  the  finances  of  any  and  all  public  utility  enterprises, 
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and  a  satisfactory  solution  of  the  problem  will  never  be 
reached  until  this  is  conceded  and  provided  for.  A  com- 
plete scientifically  arranged,  uniform  in  each  class,  sys- 
tem of  reports  prepared  under  the  direction  of  the  com- 
mission, showing  in  detail  all  financial  matters  which  in 
any  way  aflfect  or  pertain  to  investment  and  operation, 
should  be  filed  with  the  commission.  The  reports  of  all 
utility  enterprises,  whether  operated  by  municipalities  or 
private  corporations,  should  show  in  detail  the  various 
items  of  cost  per  unit,  such  as  thousand  feet  of  gas  or 
kilowatt  of  electricity. 

Comparative  statistical  statements  prepared  by  the  com- 
mission and  published  in  its  annual  report  will  enable  the 
managers,  whether  under  private  or  public  ownership,  to 
make  comparisons  that  will  reveal  the  defects  in  manage- 
ment. Under  this  method,  each  manager  is  measured  by 
the  most  efficient  as  the  standard. 

Publicity  of  this  kind  will  enable  the  public  to  intelli- 
gently pass  judgment  on  the  relative  economic  efficiency 
of  private  ownership  and  management  and  municipal 
ownership  and  management. 

When  the  people  have  all  the  facts  and  know  the  truth, 
they  will  not  be  unreasonable  in  their  demands. 

FRANCHISES. 

In  order  to  attract  capital  and  enlist  it  in  public  utility 
enterprises  at  minimum  rates  of  interest  and  dividends, 
it  is  necessary  to  oflfer  security  and  opportunity  for  per- 
manent investment.  Therefore,  investments  in  these  en- 
terprises should  be  made  as  stable  and  secure  as  is  con- 
sistent with  the  public  interest. 

Without  effective  public  regulation,  through  a  compe- 
tent commission  to  which  the  people  can  appeal  for  relief 
from  any  unreasonable  demands  of  public  utility  corpora- 
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tions  exercising  a  monopoly  privilege,  public  authorities, 
in  order  to  protect  the  public,  deem  it  necessary  to  fix  a 
date  on  which  franchises  will  expire,  after  which  a  read- 
justment of  the  relations  between  the  public  and  the  utility 
corporation  may  be  made.  The  time  limit  in  franchises 
introduces  an  unnecessary  element  of  uncertainty  into 
public  utility  enterprises,  which  has  the  effect  of  increas- 
ing the  price  the  patrons  are  required  to  pay  for  service 
beyond  that  which  can  be  secured  if  the  time  limit  is 
eliminated.  There  should  be  granted  indeterminate  fran- 
chises, that  is,  a  franchise  which  grants  the  utility  corpora- 
tion the  right  to  continue  so  long  as  it  shall  furnish  suit- 
able and  adequate  facilities  and  service  at  reasonable  rates 
in  the  territory  over  which  its  rights  extend,  or  until  such 
time  as  the  municipality  shall  elect  to  exercise  its  option 
to  purchase.  Every  franchise  should  reserve  an  option 
to  the  municipality  to  purchase  the  utility  plant. 

Indeterminate  franchises  will  tend  to  keep  the  utility 
corporations  out  of  politics  and  will  go  far  toward  re- 
lieving them  from  corrupt  political  influences,  and  will 
obviate  the  necessity  of  a  sinking  fund  to  retire  existing 
bonds  within  the  franchise  limit,  and  will  prevent  return- 
ing to  the  stockholders  their  capital  through  the  depre- 
ciation fund  instead  of  using  it  as  it  should  be  used  for 
maintenance. 

It  may  readily  be  seen  that  a  limited  franchise  may 
afford  the  utility  corporation  some  ground  for  the  claim 
frequently  made  that  it  has  a  right  to  charge  sufficient 
for  service  to  pay  dividends  and  return  to  bondholders 
and  stockholders  the  capital  invested,  while  the  corpora- 
tion still  owns  the  utility  plant.  Under  an  indeterminate 
franchise  the  only  legal  depreciation  charge  that  can  be 
made  is  the  amount  necessary  to  cover  actual  depreciation. 

It  requires  very  careful  adjustment  to  insure  an  equit- 
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able  division  of  the  returns  from  public  service  enter- 
prises, taking  into  consideration  the  stockholders,  the 
employees,  and  the  patrons,  that  the  artisan,  the  scientist, 
and  the  manager  may  be  stimulated  to  the  highest  possi- 
ble efficiency  and  the  goodwill  and  cooperation  of  the 
public  secured. 

All  franchises  should  provide  for  some  system  of  profit 
sharing,  examples  of  which  are  the  "sliding  scale",  which 
permits  increased  dividends  when  price  of  product  is 
decreased.  Another  more  equitable  plan  is  to  provide  for 
the  distribution  of  any  surplus  funds  on  an  agreed  per- 
centage to  stockholders,  employees  and  patrons,  or  in  lieu 
of  specifying  any  definite  plan  the  franchise  may  provide 
that  any  equitable  plan  which  the  commission  will  approve 
may  be  adopted. 

With  public  regulation  through  a  competent  tribunal, 
with  power  to  adjust  all  disputes  and  with  authority  to 
adjust  rates  so  they  shall  harmonize  with  changed  condi- 
tions, there  is  no  good  reason  for  fixing  a  time  limit  in 
public  utility  franchises. 

STATE  REGULATION   AND   HOME  RULE. 

While  the  state  has  the  power  to  control  absolutely  all 
public  service  corporations,  it  is  well  to  bear  in  mind  that 
local  municipal  government  is  the  true  policy  to  pursue, 
and  wise  state  supervision,  when  dealing  with  public 
utilities,  situated  within  the  corporate  limits  of  cities,  will 
emphasize  this  principle  rather  than  ignore  or  override 
it  The  initiative  in  all  local  public  utility  matters  should 
remain  with  the  local  authorities.  The  right  to  review 
and  r^^late  should  be  assumed  and  exercised  by  the 
state. 

There  is  an  intermediate  field  between  absolute  control 
and  dictation  by  the  state  and  absolute  municipal  control 
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and  dictation  by  the  city  council.  This  intermediate  field 
is  the  proper  sphere  for  the  activities  of  the  state  commis- 
sion in  regulating  the  public  service  utilities  situated 
wholly  within  the  limits  of  cities.  The  commission  will 
then  occupy  the  position  of  a  disinterested  tribunal  ren- 
dering expert  service,  doing  that  which  it  is  not  prac- 
ticable for  the  local  authorities  to  do,  such  as  valuation 
of  plant,  uniform  accounting,  reviewing  and  acting  as 
arbitrator  in  matter  of  rates,  and  in  all  other  disputed 
matters  arising  between  the  muncipalities,  and  the  public 
service  corporations. 

Thus  the  commission  becomes  an  efficient  aid  to  local 
control.  It  enlists  active  public  interest  through  pub- 
licity, thus  bringing  to  bear  upon  the  subject  the  powerful 
controlling  influence  of  intelligent  public  opinion.  It 
renders  assistance  to  local  authorities  by  furnishing  re- 
liable data  for  use  in  dealing  with  the  utility  corporation 
direct,  or  in  legal  contest  with  it  in  the  courts. 

Professor  John  H.  Gray,  a  recognized  authority  on 
such  subjects,  has  said :  "We  cannot  discuss,  for  want  of 
suitable  data,  the  economic  problems  connected  with  gas 
supply.  We  lack,  completely,  data  for  a  discussion  of  the 
question  now  talked  about  so  much,  namely,  public  own- 
ership." 

Professor  Frank  J.  Goodnow,  of  Columbia  University, 
says:  "The  development  of  any  science  of  municipal 
administration  is  rendered  practically  impossible  because 
of  the  absence  of  all  reliable  data." 

RATE  REGULATION. 

While  there  is  no  way  of  measuring  it,  there  is  no 
doubt  but  that  the  existence  of  a  commission  with  power 
to  review  and  fix  rates  has  a  very  powerful  restraining 
influence  on  the  agents  of  the  utility  corporation  when 
making  the  rates  in  the  first  instance. 
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To  secure  effective  regulation  the  commission  must 
have  power  to  review  on  complaint  or  on  its  own  motion 
any  existing  rates,  practices  or  service,  and  after  due 
notice  and  hearing,  no  ex  parte  orders  to  issue,  if  the 
commission  finds  rates  unreasonable,  it  shall  fix  reason- 
able rates  which  shall  be  substituted  for  those  foimd  to 
be  unreasonable,  and  must  have  like  power  over  practices 
and  service. 

The  commission  shall  make  definite  rates  which  shall 
be  in  force  as  soon  as  legally  published  not  maximum 
rates.  Those  who  question  the  right  of  the  state  to 
confer  on  a  commission  the  right  to  fix  definite  rates  have 
evidently  overlooked  the  fact  that  the  power  of  the  cor- 
poration to  fix  rates  rests  solely  on  the  authority  con- 
ferred upon  it  by  the  legislature. 

The  likelihood  of  a  commission  composed  of  men  not 
only  learned  in  the  law  relating  to  utility  corporations, 
but  of  men  who  are  making  a  special  study  of  the  ques- 
tion, and  have  no  personal  interest  in  the  matter  at  issue, 
as  the  men  making  the  rates  in  the  first  instance  had,  fix- 
ing an  unjust  rate  is  very  remote,  and  as  orders  of  the 
commission  are  subject  to  court  review,  all  interests  are 
amply  protected. 

CLASSIFICATION. 

The  importance  of  freight  classification  must  not  be 
overlooked.  The  commission  must  have  power  to  rege- 
late classification,  or  the  rate-making  power  will  not  be 
effective. 

HEARINGS  AND  COURT  REVIEW. 

At  a  hearing  before  the  commission  both  the  complain- 
ant and  the  corporation  shall  be  given  full  opportunity 
to  offer  testimony  of  every  kind  relating  to  the  matter 
at  issue. 
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After  any  such  hearing,  if  the  commission  shall  find 
the  rate  complained  of  to  be  unreasonable,  immediate 
relief  shall  be  given  and  the  commission  shall  fix  a  rea- 
sonable rate  to  be  substituted  for  the  rate  foimd  to  be 
unreasonable.  The  new  rate  must  be  submitted  to  and 
observed  until  passed  on  by  the  courts,  and  thereafter, 
unless  it  shall  be  declared  by  the  court  to  be  unlawful,  as 
the  rate  made  by  the  corporation  was  submitted  to  and 
observed  until  it  was  declared  by  the  commission  to  be 
unreasonable. 

It  would  be  an  injustice  to  the  complainant,  as  well  as 
others  who  are  required  to  pay  the  unreasonable  rate,  to 
allow  the  matter  to  be  taken  to  the  courts  upon  appeal  to 
be  tried  de  novo,  and  allow  the  old  rate,  which  has  been 
declared  to  be  unreasonable,  to  remain  in  force  pending 
judicial  determination. 

To  try  the  case  anew  in  the  courts,  the  old  rate  re- 
maining in  force  meanwhile,  and  keep  the  complaint  en- 
tangled in  litigation,  would  not  only  be  unjust  to  him, 
but  would  delay  the  equitable  adjustment  of  rates  by 
deterring  others  from  making  complaint,  for  the  ma- 
jority will  submit  to  wrongs  rather  than  engage  in 
lengthy  litigation  with  wealthy  corporations. 

To  those  who  advocate  this  judicial  procedure,  we  com- 
mend the  words  of  Chief  Justice  Ryan  found  in  his 
opinion  in  the  Railroad  cases.  In  the  35th  Wisconsin 
he  said : 

"Their  influence  is  so  large,  their  capacity  for  resist- 
ance so  formidable,  their  powers  of  oppression  so  various, 
that  few  private  persons  could  litigate  with  them,  still 
fewer  persons  would  litigate  with  them  for  the  little 
rights  or  the  little  wrongs  which  go  so  far  to  make  up  the 
measure  of  the  average  prosperity  of  life." 

The  complainant  having  won  his  case  before  the  com- 
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mission,  he  should  be  relieved  from  further  litigation  and 
thereafter  the  state  must  defend  the  acts  of  the  commis- 
sion, for  it  is  a  matter  of  public  concern.  Therefore,  let 
any  party  in  interest  who  is  dissatisfied  with  any  order 
of  the  commission  bring  an  action  in  any  court  of  compe- 
tent jurisdiction  against  the  commission  as  defendant  to 
set  aside  any  order  made  by  it,  fixing  any  rate  on  the 
ground  that  the  rate  made  by  the  commission  is  unlawful. 

In  trials  before  the  courts,  if  there  is  offered  any  new 
material  evidence  or  any  different  evidence  than  that 
offered  at  the  hearing  before  the  commission,  the  court 
shall  stay  its  proceedings  for  fifteen  days  and  remand  the 
case  to  the  commission  for  rehearing.  This  procedure 
prevents  the  withholding  of  material  evidence  at  the 
hearing  before  the  commission  for  the  purpose  of  intro- 
ducing it  at  the  court  trial,  thereby  securing  a  reversal  of 
the  order  and  thus  discrediting  the  commission,  and  it 
compels  the  submission  of  all  testimony  to  the  commis- 
sion for  consideration  before  its  final  action. 

At  the  hearing  before  the  commission  the  question 
passed  on  was  the  rate  made  by  the  utility  corporation, 
and  the  burden  of  proof  was  then  upon  the  complainant, 
he  being  the  plaintiff,  to  show  by  preponderance  of  evi- 
dence that  the  rate  complained  of  was  unreasonable ;  if  he 
has  succeeded  in  so  doing,  then  in  a  court  trial  in  an 
action  brought  by  the  utility  corporation,  the  question 
will  be  on  the  rate  made  by  the  commission  and  the  burden 
of  proof  shall  then  rest  upon  the  utility  corporation,  it 
being  the  plaintiff,  to  show  by  a  preponderance  of  evi- 
dence that  the  rate  made  by  the  commission  is  unlawful. 

INTERSTATE  COMMERCE. 

The  Interstate  Commerce  Commission  has  jurisdiction 
over  railway  corporations  with  a  capitalization  of  more 
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than  twelve  billion  dollars,  based  on  various  relative 
values.  These  corporations  operate  more  than  220,000 
miles  of  railways  extending  over  a  vast  area  of  varying 
topography  from  rich  valleys  and  fair  plains  to  barren 
moimtains,  covering  a  wide  range  of  climate,  industry, 
and  character  and  density  of  population.  Considering 
these  we  can  realize  the  magnitude  of  the  task  before  it 
In  order  to  secure  more  prompt  consideration  of  inter- 
state transportation  questions  which  arise  it  may  be  found 
necessary  and  desirable  to  subdivide  the  territory  creating 
federal  commerce  districts  after  the  manner  of  federal 
judicial  districts. 


Digitized  by 


Google 


PUBLIC  SERVICE  COMMISSIONS— DISCUS- 
SION. 

George  B.  Hudnall  :  I  am  happy  to  say  that  we  did 
not  need  the  stimtdus  of  a  Jay  Gotdd,  a  Vanderbilt  or  a 
Whitney  to  enact  a  public  utility  law  in  Wisconsin.  There 
were,  however,  conditions  existing  in  Wisconsin  which 
justified  the  enactment  of  that  law,  and  it  may  be  inter- 
esting to  notice  briefly  what  those  conditions  were. 

Prior  to  1903,  the  railroads  had  been  paying,  in  lieu  of 
taxes,  a  percentage  on  their  gross  earnings.  Through 
various  political  campaigns  and  before  the  legislature, 
there  had  been  agitation  for  the  taxation  of  railroads  on 
an  ad  valorem  basis.  In  1903  such  an  act  was  passed. 
It  was  claimed  at  the  time  that  the  railroads  intended 
shifting  the  added  tax  to  the  shipper,  by  increasing  the 
freight  rates.  Governor  LaFoUette  sent  a  special  mes- 
sage to  the  Legislature  of  1903,  in  addition  to  his  general 
message,  strongly  advocating  the  creation  of  a  railroad 
commission  for  the  purpose,  among  others,  of  preventing 
the  shifting  of  this  added  burden  of  taxation  from  the 
railroads  to  the  public.  Such  a  bill  was  then  pending  in 
the  Assembly,  but  was  defeated. 

In  1904  the  Republican  party  adopted  a  platform  fav- 
oring a  railroad  commission  with  power  to  regulate 
freight  and  passenger  rates.  A  campaign  was  made 
throughout  the  state, — in  every  assembly  and  senatorial 
district, — favoring  the  enactment  of  such  a  law,  and 
every  member  of  the  legislature  was  elected  upon  the 
direct  issue  of  whether  we  were  or  were  not  to  have  a 
railroad  commission. 

When  the  legislature  met  in  1905,  a  bill  was  drafted 
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by  the  Senate  Committee  on  Railroads  which  was  finally 
enacted  into  law,  creating  a  railroad  commission  consist- 
ing of  three  members,  to  be  appointed  by  the  Governor, 
by  and  with  the  advice  and  consent  of  the  Senate,  and 
subject  to  removal  by  the  Governor  for  cause.  When 
one  reads  the  Wisconsin  act  and  the  law  subsequently 
passed  in  New  York,  he  cannot  fail  to  recognize  the  rela- 
tion of  parent  and  child  between  the  two. 

Our  commissioners  receive  a  less  salary  than  those  in 
New  York,  ours  receiving  an  annual  salary  of  $S,ooo 
each,  while  the  salary  in  New  York  is  $15,000  per  annum 
for  each  commissioner.  We  have  succeeded  in  getting  a 
first-class  commission,  as  good,  I  believe,  as  any  in  the 
world.  It  is  my  opinion  that  our  salaries  are  ample.  In 
the  East,  living  conditions  are  different,  salaries  are 
higher,  which,  with  other  conditions,  probably  justifies 
the  difference  in  salaries  in  the  two  states. 

The  Wisconsin  Act  of  1905  gave  the  commission  juris- 
diction over  railroad  corporations,  express  companies,  car 
companies,  sleeping  car  companies,  freight  and  freight 
line  companies,  and  interurban  street  railroad  companies. 
In  1907,  under  the  administration  of  Governor  Davidson, 
there  were  added  to  the  jurisdiction  of  the  commission, 
telephone,  telegraph,  gas,  electric  light,  water  and  power 
companies,  and  also  urban  street  car  companies. 

The  Wisconsin  commission,  therefore,  has  jurisdiction 
over  more  utilities  than  has  the  New  York  commission. 
As  the  New  York  commissioner,  Mr.  Osborne,  has  said, 
their  commission  has  no  control  at  this  time  over  tele- 
phone and  telegraph  companies;  neither  has  it  control 
over  water  companies. 

The  control  over  railroads  by  the  New  York  commis- 
sion is  similar  to  ours  in  many  respects.  We  have,  how- 
ever, several  features  which  they  have  not,  some  funda- 
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mental,  others  possibly  not.  Our  control  over  gas  and 
electric  companies  is  much  stronger  than  in  New  York.  I 
will  endeavor,  briefly,  to  indicate  the  differences  in  the 
two  laws. 

The  Wisconsin  Act  provides  for  a  valuation  by  the 
commission  of  all  utilities;  the  New  York  law  does  not 
provide  for  any  valuation.  To  my  mind,  it  is  highly 
essential  in  determining  a  rate,  to  ascertain  first  the  value 
of  the  utility.  The  commission  cannot  make  a  rate  so 
low  that  the  utility  cannot  receive  a  return  of  at  least 
legal  interest  (6  per  cent)  upon  the  value  of  the  utility. 
It  is  necessary,  therefore,  in  order  intelligently  to  deter- 
mine what  rate  should  be  made,  to  determine  first  the 
value  of  the  utility.  Under  the  Act  of  1907,  the  commis- 
sion is  to  value  only  such  property  of  the  utility  as  is 
"actually  used  and  useful  for  the  convenience  of  the 
public".  If  a  utility  has  some  property  which  is  not 
actually  used  and  useful  for  the  convenience  of  the  public, 
it  should  not  receive  a  return  upon  its  value,  and  under 
the  Act  of  1907  the  commission,  in  making  a  valuation, 
would  not  value  that  piece  of  property. 

In  Wisconsin  a  uniform  system  of  accounting  is  man- 
datory; in  New  York  it  is  permissive.  In  Wisconsin  it 
is  "shall";  in  New  York  it  is  "may". 

In  addition  to  a  mandatory  uniform  system  of  account- 
ing, the  Wisconsin  Act  of  1907  provides  that  the  utility 
shall  keep  no  other  books  of  account  that  those  prescribed 
or  provided  by  the  commission.  There  was  very  strenu- 
ous opposition  to  this  feature  of  the  law  before  the  Legis- 
lature. That  Act  also  provides  that  the  commission  shall 
audit  the  books  of  all  utilities ;  that  the  utility  shall  render 
an  annual  balance  sheet  to  the  commission,  and,  when  the 
commission  so  requires,  the  utility  shall  keep  an  adequate 
depreciation  account.     The  commission  shall  also  keep 
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Itself  informed  of  all  new  construction,  extensions,  and 
additions  to  the  property  of  the  public  utility.  The  re- 
ports the  utilities  must  furnish  to  the  commission  must 
show  in  itemized  detail  "the  depreciation  per  unit,  the 
salaries  and  wages  separately  per  unit,  legal  expenses 
per  unit,  taxes  and  rentals  separately  per  unit,  the  receipt 
from  residuals,  by-products,  services  or  other  sales  sepa- 
rately per  unit,  the  total  and  net  cost  per  unit,  the  gross 
and  net  profit  per  unit,  the  dividends  and  interest  per  unit, 
surplus  or  reserve  per  unit,  the  prices  per  unit  paid  by  con- 
sumers, and,  in  addition,  such  other  items,  whether  of  a 
nature  similar  to  those  hereinbefore  enumerated  or  other- 
wise, as  the  commission  may  prescribe,  in  order  to  show 
completely  and  in  detail  the  entire  operation  of  the  public 
utility  in  furnishing  the  unit  of  its  product  or  service  to 
the  public." 

These  accoimts  and  reports  are,  of  course,  open  to 
the  public  and  are  published  by  the  commission  in  their 
annual  reports.  In  the  published  report  of  the  commis- 
sion there  is  to  be  also  shown  not  only  the  physical  value 
of  the  property,  but  also  the  value  of  all  the  property  of 
the  utility. 

It  seems  to  me  that  when  you  have  adequately  and 
definitely  provided  for  a  valuation  of  both  the  physical 
property  and  all  the  property  of  the  utility;  for  a  uniform 
system  of  accounting  and  auditing;  for  a  depreciation, 
new  construction,  and  addition  account;  for  a  complete 
report  showing  the  cost,  the  gross  and  net  profit,  etc., 
per  unit,  and  the  price  paid  by  the  consumer,  that  you 
have  the  factors  from  which,  by  mathematical  calculation, 
you  can  ascertain  what  is  a  reasonable  rate ;  at  least,  that 
is  what  we  tried  to  accomplish  by  the  Act  of  1907.  This 
is  wholly  lacking  in  the  New  York  law. 

In  Wisconsin  it  is  provided  that  all  public  utilities  shall 
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file  with  the  commission  schedules  showing  all  their  rates, 
while  in  New  York  it  is  provided  that  only  railroads  and 
street  railroads  shall  file  such  schedules.  I  find  no  pro- 
vision in  the  New  York  Act  for  gas  and  electric  com- 
panies to  file  any  schedules  of  rates. 

In  Wisconsin  the  rendering  of  any  service  free,  or  at 
a  greater  or  less  rate  than  that  named  in  the  published 
schedule,  is  punishable  by  a  heavy  fine.  In  New  York, 
departures  from  schedules,  discriminations,  rebates,  etc., 
are  limited  to  railways  and  street  railways.  There  is  no 
such  provision  covering  gas  and  electric  companies; 
neither  is  it  provided  that  discrimination  shall  be  groimd 
for  complaint  against  railroads  or  street  railroads. 

In  Wisconsin  it  is  provided  that  all  utilities  shall  fur- 
nish adequate  service  at  reasonable  rates.  I  find  no  man- 
datory injunction  in  the  New  York  law  in  this  regard  as 
to  gas  and  electric  companies. 

In  Wisconsin  any  mercantile,  agricultural,  or  manufac- 
turing society  or  any  body  politic  or  municipal  organiza- 
tion, and  as  to  railroads,  street  railroads,  express  and  tele- 
graph companies,  any  person,  and  as  to  other  utilities,  any 
twenty-five  persons,  may  make  complaint  that  any  rate  is 
imreasonable  or  unjustly  discriminatory,  or  that  any  ser- 
vice is  inadequate  or  cannot  be  obtained.  In  New  York, 
as  to  railways  and  street  railways,  only  persons  aggrieved 
may  make  complaint,  and  as  to  gas  and  electric  com- 
panies, a  municipality  or  certain  number  of  customers 
may  make  complaint.  In  Wisconsin  we  do  not  limit 
complaint  to  customers  or  those  who  are  aggrieved,  but, 
on  the  contrary,  provide  that  the  absence  of  direct  dam- 
age to  the  complainant  shall  not  be  sufficient  cause  to 
warrant  the  commission  in  dismissing  the  complaint 

The  Wisconsin  Act,  unlike  New  York,  provides  that 
the  utilities  may  make  complaint  to  the  commission  as  to 
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any  matter  affecting  them,  with  like  effect  as  though  made 
by  any  other  person  against  them. 

If  the  utility  does  not  remedy  the  thing  complained  of, 
here,  as  well  as  in  New  York,  the  matter  is  investigated 
by  the  commission.  Oftentimes  an  investigation  will 
develop  sufficient  facts  to  warrant  the  commission  in  be- 
lieving that  no  hearing  ought  to  be  ordered,  or  it  will 
convince  the  utility  and  the  matter  will  be  remedied  with- 
out the  necessity  of  a  formal  hearing. 

If,  however,  after  investigation,  the  commission  is 
satisfied  that  a  hearing  should  be  had,  they  may  order 
a  hearing  upon  ten  days'  notice,  and  if,  upon  such  hearing, 
any  rate  is  found  to  be  unjust,  unreasonable,  or  discrimi- 
natory or  preferential,  the  commission  determines  and  de- 
clares, and  by  order  fixes,  a  reasonable  rate  to  be  observed 
and  followed  in  the  future  in  lieu  of  that  found  to  be 
imjust,  unreasonable,  discriminatory  or  preferential.  In 
Wisconsin  the  commission  make  the  exact  rate,  while 
in  New  York  the  commission  make  a  maximum  rate. 

The  thing  that  impresses  me  regarding  the  maximum 
rate  provided  by  the  New  York  law,  especially  as  to  gas 
and  electricity,  is  this.  The  New  York  law  not  pro- 
viding for  any  schedule  of  rates  for  gas  and  electricity, 
and  not  being  mandatory  that  gas  and  electric  com- 
panies shall  furnish  an  adequate  service  at  reasonable 
rates,  and  there  being  no  penalty  provided  for  a  dis- 
crimination in  such  rates,  I  should  judge  a  maximum 
rate  in  practice  would  be  found  to  be  rather  inefficacious, 
for  the  reason  that,  after  the  commission  has  fixed  a 
maximum  rate,  one  customer  may  be  charged  the  maxi- 
mum rate,  another  may  be  charged  any  rate  not  ex- 
ceeding the  maximum  rate,  and  the  third  may  be  given 
free  service,  and  yet  there  be  no  violation  of  the  law. 
Such  a  thing  is  impossible  under  the  Wisconsin  Act.     I 
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notice  the  commissioner  from  New  York  said  that  they 
expect,  in  the  future,  to  strengthen  their  gas  and  electric 
law  in  that  state. 

Under  the  Act  of  1907,  if  the  commission,  after  in- 
vestigation, find  that  any  rate  or  service  is  unjust,  un- 
reasonable, insufficient,  discriminatory  or  preferential,  or 
otherwise  in  violation  of  any  of  the  provisions  of  the  Act, 
the  commission  shall  order  the  utility  to  pay  into  the 
State  Treasury,  within  twenty  days,  the  expense  incurred 
by  the  commission  upon  such  investigation. 

In  Wisconsin  all  orders  of  the  commission  go  into 
force  and  become  effective  twenty  days  after  they  are 
promulgated,  unless  the  commission  shall  otherwise  or- 
der, and  all  orders  of  the  commission  are  made  prima 
facie  lawful  and  reasonable. 

If  any  utility  or  any  person  in  interest  is  dissatisfied 
with  any  order  of  the  commission,  they  may,  within 
ninety  days,  begin  an  action  in  the  circuit  court  for  Dane 
County  (the  county  in  which  the  Capitol  and  the  com- 
mission are  located)  against  the  commission  as  defend- 
ant,, to  vacate  and  set  aside  such  order.  There  has  been 
but  one  action  begun  to  set  aside  an  order  of  the  commis- 
sion in  the  two  and  one-half  years  of  its  existence,  and  the 
order  of  the  commission  was  upheld  by  the  courts. 

No  injunction  shall  issue  suspending  or  staying  any 
order  of  the  commission  except  upon  application  to  the 
court,  notice  to  the  commission,  and  hearing. 

The  court  review,  from  this  point  on,  is  unique  in  some 
particulars.  The  Interstate  Commerce  commission  found 
that  railroads  will  not  present  all  their  evidence  to  the 
commission,  but  will  reserve  the  presentation  thereof  in 
the  first  instance  to  the  court.  The  result  is  that  the 
commission  have  no  chance  of  passing  on  all  the  facts, 
and  the  court  oftentimes  reverses  the  commission  on 
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evidence  which  was  never  presented  to  the  commission. 
We  have,  I  think,  effectually  guarded  against  this  practice 
in  Wisconsin  by  providing  that  if,  upon  the  trial  of  any 
action,  "evidence  shall  be  introduced  by  the  plaintiff 
which  is  found  by  the  courts  to  be  different  from  that 
offered  upon  the  hearing  before  the  commission  or  ad- 
ditional thereto,  the  court,  before  proceeding  to  render 
judgment,  unless  the  parties  to  such  action  stipulate  in 
writing  to  the  contrary,  shall  transmit  a  copy  of  such 
evidence  to  the  commission  and  shall  stay  further  pro- 
ceedings in  said  action  for  fifteen  days  from  the  date 
of  such  transmission.  Upon  the  receipt  of  such  evidence, 
the  commission  shall  consider  the  same  and  may  alter, 

modify,  amend  or  rescind  its  order and 

shall  report  its  action  thereon  to  said  court  within  ten 
days  from  the  receipt  of  such  evidence.  If  the  commis- 
sion shall  rescind  its  order  complained  of,  the  action 
shall  be  dismissed ;  it  if  shall  alter,  modify  or  amend  the 
same,  such  altered,  modified  or  amended  order  shall  take 
the  place  of  the  original  order  complained  of,  and  judg- 
ment shall  be  rendered  thereon  as  though  made  by  the 
commission  in  the  first  instance.  If  the  original  order 
shall  not  be  rescinded  or  changed  by  the  commission, 
judgment  shall  be  rendered  upon  such  original  order." 

The  commission  is  thus  placed  in  a  position  where  it 
passes  on  all  the  testimony  offered  before  the  matter 
comes  finally  before  the  court  for  decision.  This  will 
have  the  effect  of  making  every  utility  present  to  the  com- 
mission, in  the  first  instance,  all  the  testimony  it  has  on 
the  subject. 

It  is  impossible  for  the  state  to  deal  with  franchises, 
stocks,  bonds  or  other  similar  matters  of  a  corporation 
that  is  not  a  creature  of  that  state.  To  obviate  this  dif- 
ficulty, it  is  provided  by  the  Wisconsin  Act  of  1907  that 
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"no  license,  permit  or  franchise  to  own,  operate,  manage 
or  control  any  plant  or  equipment  for  the  production, 
transmission,  delivery  or  furnishing  of  heat,  light,  water 
or  power,  shall  be  hereafter  granted  or  transferred  ex- 
cept to  a  corporation  duly  organized  under  the  laws  of  the 
State  of  Wisconsin." 

It  is  further  provided  that  every  license,  permit  or 
franchise  hereafter  granted  to  any  such  public  utility  shall 
have  the  effect  of  an  indeterminate  permit.  The  term 
"indeterminate  permit"  is  defined  "as  meaning  and  em- 
bracing every  grant,  directly  or  indirectly,  from  the 
state  to  any  corporation,  company,  individual,  association, 
or  their  lessees,  trustees  or  receivers,  of  the  power,  right 
or  privil^e  to  own,  operate,  manage  or  control  any  plant 
of  equipment  within  the  state  for  the  production,  trans- 
mission, delivery  or  furnishing  of  heat,  light,  water  or 
power,  either  directly  or  indirectly  to  or  for  the  public, 
which  shall  continue  in  force  until  such  time  as  the 
municipality  shall  exercise  its  option  to  purchase,  as  pro- 
vided by  the  Act,  or  imtil  it  shall  otherwise  terminate 
according  to  law." 

Every  indeterminate  permit  shall  be  "subject  to  the 
provision  that  the  municipality  in  which  the  major  part 
of  its  property  is  situated,  may  purchase  the  property  of 
such  public  utility  actually  used  and  useful  for  the  con- 
venience of  the  public  at  any  time,  paying  therefor  just 
compensation,  to  be  determined  by  the  commission,  and 
according  to  the  terms  and  conditions  fixed  by  the  com- 
mission". 

Any  public  utility,  being  at  the  time  a  corporation 
under  the  laws  of  the  state  of  Wisconsin,  and  operating 
under  an  existing  license,  permit  or  franchise,  upon  the 
filing  at  any  time  prior  to  the  expiration  of  such  license, 
permit  or  franchise,  a  written  declaration  that  it  surren- 
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ders  such  license,  permit  or  franchise,  shall,  by  operation 
of  law,  receive  in  lieu  thereof,  an  indeterminate  permit, 
as  provided  by  the  Act. 

So  long  as  a  utility  furnishes  adequate  service  at  rea- 
sonable rates,  it  should  have  not  only  the  privil^e  of 
continuing  in  business  indeterminately,  but  should  also 
continue  in  business  without  competition,  and  the  Act 
provides  not  only  that  these  permits  should  be  indetermi- 
nate, but  that  no  other  license,  permit  or  franchise  shall 
be  granted  in  any  mimicipality  where  there  is  in  opera- 
tion, under  an  indeterminate  permit,  a  public  utility  en- 
gaged in  a  similar  service,  before  first  securing  from  the 
commission  a  declaration,  after  public  hearing,  that  public 
convenience  and  necessity  require  such  second  public 
utility. 

It  is  also  provided  by  the  Act  of  1907  that  every  public 
utility  having  conduits,  subways,  poles,  or  other  equip- 
ment on  or  over  any  street  or  highway,  shall,  for  reason- 
able compensation,  to  be  determined  by  the  commission, 
permit  the  use  of  the  same  by  any  public  utility,  whenever 
public  convenience  and  necessity  require  such  use,  and  the 
same  will  not  result  in  irreparable  injury  to  the  owner 
or  other  users  of  said  equipment,  nor  in  any  substantial 
detriment  to  the  service  to  be  rendered  by  such  owners 
and  other  users. 

The  Act  also  provides  that  any  public  utility  may  enter 
into  any  reasonable  arrangement  with  its  customers  or 
consumers  or  employees  for  the  division  or  distribution 
of  its  surplus  profits,  or  for  a  sliding  scale  of  charges,  or 
any  other  financial  device  that  may  be  practicable  and 
advantageous  to  the  parties  interested.  But  no  such  ar- 
rangement or  device  shall  be  lawful  until  it  shall  be  found 
by  the  commission  to  be  reasonable  and  just  and  not 
inconsistent  with  the  provisions  of  the  Act,  and  shall 
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always  be  under  the  supervision  and  regulation  of  the 
commission. 

Believing  that  as  much  power  should  be  left  with  the 
municipal  councils  as  possible,  it  is  provided  that  every 
municipal  council  shall  have  power:  (i)  To  determine 
the  quality  and  character  of  each  kind  of  product  or  ser- 
vice to  be  furnished  or  rendered  by  any  public  utility 
within  said  municipality,  and  all  other  terms  and  condi- 
tions not  inconsistent  with  the  Act  upon  which  such 
public  utility  may  be  permitted  to  occupy  the  streets, 
highways  or  other  public  property  within  such  munici- 
pality; (2)  to  require  of  any  public  utility  such  additions 
or  extensions  to  its  physical  plant  within  said  munici- 
pality as  shall  be  reasonable,  or  necessary,  and  to  desig- 
nate the  location  and  nature  thereof  and  the  time  within 
which  they  must  be  completed;  (3)  to  provide  for  a  pen- 
alty for  noncompliance  with  the  provisions  of  any  ordi- 
nance or  resolution  adopted  pursuant  to  the  foregoing 
provision.  If,  however,  the  commission,  after  complaint 
and  hearing,  shall  find  any  such  contract,  ordinance,  or 
other  determination  made  in  pursuance  thereof  to  be 
unreasonable,  such  contract,  ordinance,  or  other  deter- 
mination shall  be  void. 

These  are  some  of  the  principal  differences  between 
the  Wisconsin  and  New  York  acts. 

John  H.  Gray  :  It  is  significant  that  one  of  the  indus- 
tries now  under  discussion  was  the  subject  of  the  first 
monograph  published  by  the  American  Economic  Asso- 
ciation, and  that  the  relation  of  the  state  to  such  industries 
was  the  topic  that  received  most  emphasis  at  the  meeting 
called  to  effect  the  organization  of  that  Association. 

Less  than  a  decade  before  the  organization  of  the 
Association,  the  highest  judicial  tribunal  of  the  land  had 
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recognized  the  public  character  of  the  industries  in  ques- 
tion, and  the  consequent  right  to  regulate  prices  in  the 
public  interest.     The  idea  that  they  are  affected  with  a 
public  interest  has  been  slow  to  permeate  the  minds  of  the 
promoters  and  managers  of  the  industries.    As  a  means 
of  enforcing  this  idea  on  the  monopolists,  the  public,  in 
violation  of  all  sound  theories,  has  often  used  so-called 
competition  as  a  club  to  bring  the  companies  to  time. 
Long  after  the  courts  had  declared  these  monopolies  of 
a  public  character,  and  as  such  subject  to  public  regula- 
tion, the  public,  ignorantly,  but  honestly,  attempted  to 
maintain  the  public  rights  by  limiting  the  length  of  fran- 
chises.   This  mistake  has,  so  far,  been  a  great  impediment 
in  the  way  of  a  satisfactory  solution  of  our  problem.    The 
history  of  the  undertakings  under  the  limited  franchise 
theory  has  been  a  close  parallel  to  that  in  the  previous 
period  during  the  attempts  at  competing  companies.    All 
the  world  to-day  recognizes  the  futility  of  competing 
companies.     Advanced  thinkers  are  not  unanimous,  but 
I  will  venture  to  predict  are  moving  rapidly  toward  a 
unanimity  of  opinion  that  limited  franchises,  like  com- 
peting companies,  are  to  be  justified,  if  at  all,  not  as  a 
means  of  regulation  or  as  a  method  of  obtaining,  directly, 
adequate  service  on  equitable  terms,  but  as  a  mere  club 
or  weapon  with  which  to  force  some  sense  of  restraint, 
justice,  and  fear  into  the  minds  of  those  recalcitrant 
managers  of  public  service  corporations,  upon  whose 
beclouded  intellect  it  has  not  yet  dawned  that  they  are 
dealing  with  companies  in  which  the  public  has  very  much 
more  at  stake  than  the  legal  owners  have.    What  we  want 
is  not  a  franchise  limited  in  time,  but  one  so  handled  and 
controlled  that  the  future  unearned  increment  goes  to  the 
public,  and  so  drawn  that  the  public  can  resume  it  at  any 
time  without  formal  forfeiting  of  it  the  moment  the 


Digitized  by 


Google 


Public  Service  Commissions — Discussion       291 

company  refuses  to  use  it  in  a  manner  advantageous  to 
the  public.  Such  franchises  are  granted  in  the  public, 
not  the  private,  interest;  the  owners  tacitly,  if  not  for- 
mally, agree  to  give  service  on  terms  advantageous  to 
the  public.  So  soon  as  a  company  ceases  to  be  able  or 
willing  to  render  the  public  service  on  these  terms,  the 
most  that  it  can  properly  ask  is  that  it  receive  compensa- 
tion or  repayment  for  the  money  actually  contributed  by 
the  shareholders  and  then  get  out.  In  order  that  the 
companies  may  receive  the  benefit  of  all  doubts  arising 
from  the  ambiguity  of  their  legal  rights,  we  are  willing 
to  give  them,  in  addition  to  what  they  have  put  in,  the 
present  value  of  their  franchises,  if  on  this  basis  they  will 
fulfil  their  public  duties.  But  to  imply  that  a  company 
should  be  given  a  future  increment  of  value  on  a  fran- 
chise, is  to  destroy  at  one  blow  the  whole  theory  that  the 
companies  are  public  service  companies,  and  thereby  to 
wipe  out  all  basis  of  controlling  charges.  For  instance, 
to  allow  a  street  car  company  to  charge  a  five-cent  fare 
to-day  to  pay  a  fair  rate  of  interest  on  its  investment  and 
also  on  the  value  of  its  franchise,  and  to  let  it  continue 
to  charge  five  cents  when  the  city  and  the  traffic  have 
increased  ten  fold,  on  the  ground  that  the  franchise  at 
the  later  date  has  increased  in  value  till  the  earnings  now 
are  required  to  pay  a  fair  rate  of  income  on  the  value  of 
the  property  and  the  franchise,  is  to  reason  in  a  circle. 
For  the  franchise  is  at  present  already  capitalized  to  the 
full  limit  that  the  market  recognizes  any  value  in  it.  The 
practical  question  is  of  further  increase  in  the  value 
of  the  franchise.  The  value  of  the  franchise,  of  course, 
depends  on  the  rates  permitted  and  actually  collected. 
Social  welfare  demands,  in  the  future,  rates  in  all  these 
services  which  will  prevent  any  increase  in  the  value  of 
the  franchise.  The  method  of  doing  this  is  to  put  a 
value  on  the  tangible  property  and  also  on  the  franchise, 
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worked  out  on  some  agreed  scheme  such  as  that  of 
Dr.  H.  C.  Adams.  Then  see  that  rates  in  the  future  are 
kept  down  to  a  point  that  will  give  no  surplus  above  a  fair 
rate  on  this  fixed  franchise  value  plus  a  fair  rate  on  the 
investment  in  tangible  property. 

All  in  excess  of  this  belongs,  under  the  theory  of  regu- 
lation, to  the  users,  and  should  remain  in  their  hand  at 
all  times  through  compulsory  reduction  of  rates. 

It  is  just  ten  years  since  I  had  the  honor  of  reading 
a  paper  before  one  of  these  associations  on  the  subject 
of  the  Control  of  Gas  Companies.  In  that  paper  I  main- 
tained that  the  attempts  at  regulation  before  the  year 
1897  had  reduced  the  possible  profits  of  the  companies, 
but  had  not  given  adequate  service  at  proper  prices,  while 
keeping  the  economic  cost  of  rendering  the  service  abnor- 
mally high :  I  further  predicted,  that  "no  regulating  act 
beneficial  to  the  public  can  be  passed  without  the  consent 
of  the  gas  companies,  nor  can  it  be  enforced  without  their 
cooperation".  This  was  meant  as  a  gentle  hint  to  the  pub- 
lic to  use  various  kinds  of  clubs  to  drive  respect  for  human 
rights,  and  some  recognition  of  their  own  social  obliga- 
tions, into  the  minds  of  the  promoters  and  managers  of 
public  service  corporations.  The  world  has  moved  at  a 
swift  pace,  and  over  vast  stretches  of  the  then  imexplored 
universe,  within  the  intervening  ten  years.  The  more 
intelligent  and  notably  the  younger  owners  and  managers 
have  seen  a  great  light.  Such  managers  really  want  and 
are  willing  now  to  consent  to  many  things  to  which  they 
were  violently  opposed  even  ten  years  ago.  They  have 
recognized  once  for  all  that  it  is  expedient  to  make 
formal  acknowledgment  at  least  of  the  public  character 
of  the  industries.  But  while  making  such  public  profes- 
sion, they  have  been  fertile  in  inventing  and  causing  to 
pass  into  law,  in  many  instances,  schemes  of  so-called 
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regulation  whose  chief  object  was  to  prevent  actual  regu- 
lation, and  to  permit  the  cotnpanies  to  be  run  exactly  as 
if  the  public  had  no  interest  in  them. 

The  most  powerful  single  influence  tending  to  make 
the  companies  willing  to  submit  to  real  regulation  has 
been  the  agitation  for  public  ownership.  The  necessary 
and  logical  inference  from  the  recognition  of  the  monop- 
olistic character  and  the  public  interest  of  the  service  has 
been  the  alternative  of  regulating  more  effectively  private 
ownership,  or  of  passing  to  public  ownership  and  man- 
agement. It  is  not  too  much  to  say  that,  among  all  the 
influences  exerted  against  the  companies,  the  agitation  for 
public  ownership  has  been  far  and  away  the  most  power- 
ful. During  all  this  beneficient  agitation,  the  municipal- 
izers  have  been  blissfully  ignorant  of  the  fact  that,  in  the 
existing  circumstances,  the  evils  against  which  they  are 
striving  are  quite  as  sure  to  crop  out  in  public  as  in  pri- 
vate ownership,  unless  the  public  ownership  is  subject  to 
some  administrative  control  by  a  force  apart  from  the 
city  government.  The  world  has,  indeed,  moved  since  a 
distinguished  president  of  the  American  Economic  Asso- 
ciation wrote  (Hadley,  Railroad  Transportation,  page 
54)  :  "A  great  many  favor  limitation  of  railroad  con- 
struction. Whether  this  can  ever  be  effectively  carried 
out  is  more  than  questionable.  ...  It  is  not  easy  to 
introduce  a  principle  so  foreign  to  the  general  tendency 
of  our  laws;  and  it  may  be  questioned  whether  any  ad- 
vantages gained  at  one  point  would  not  be  dearly  pur- 
chased at  another." 

Let  us  hope  that  this  will  prove  the  last  utterance  by 
a  man  of  scientific  standing  supporting  the  view  that  our 
public  service  industries  are  private  affairs,  from  which 
the  state  should  withhold  its  hand.  Surely,  all  agree 
to-day  that  there  can  be  no  control  of  public  services. 
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until  the  public  has  the  right  to  prevent  unnecessary  in- 
vestment. Certainly,  the  scientific  world  in  the  interven- 
ing twenty  years  has  decided  that  these  industries  should 
be  monopolies.  Upon  this  decision  alone  rests  the  right 
to  regulate.  There  can  be  no  such  a  thing  as  a  fair  return 
upon  investments  in  this  field  if  the  capital  honestly  in- 
vested may  be  raided  by  so-called  competing  companies 
at  will,  thus  duplicating  the  capital  by  unnecessary  in- 
vestment on  which  a  fair  return  is  then  claimed  in  rate 
controversies. 

It  marked  an  epoch  in  dealing  with  public  service  com- 
panies, when  the  commission  on  public  ownership  of  the 
National  Civic  Federation — 2l  commission  representing 
every  phase  of  belief,  affiliation  and  interest — declared  in 
its  final  report,  with  but  one  dissenting  voice,  that  the 
solution  of  the  problem  required  that  each  community 
should  have  full  right  and  power  to  take  these  industries 
into  public  ownership  and  management,  at  any  time 
when  the  public  interest  could  not  be  otherwise  main- 
tained. When  the  constitutional,  statutory,  and  financial 
authorities  for  such  action  are  fully  established  throughout 
the  land,  the  opposition  to  effective  control  has  no  1^  left 
on  which  to  stand.  The  right  to  purchase  by  voluntary 
agreement  and  to  operate,  and  the  right  to  expropriate  on 
the  part  of  the  public,  is  the  greatest  power  of  control  to 
hold  the  companies  to  their  duties.  It  is  the  right  to 
compel  and  to  control  without  limit.  The  power  to  take 
the  life  of  a  company,  and  also  its  property  at  a  fair 
price,  is  the  power  to  make  the  company  the  servant,  not 
the  master,  of  the  public.  Anything  short  of  this,  under 
present  American  conditions,  falls  short  of  effectiveness. 
The  new  Wisconsin  law  rests  on  this  principle,  while  the 
New  York  law  is  defective  at  this  point. 

May  we  not  justly  hope  that,  after  a  generation  of 
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warfare  in  this  matter,  the  year  1907  has  ushered  us 
into  a  new  era  of  peace  in  these  industries,  in  the  sense 
that  perpetual  use  of  clubs,  hammering  and  warfare — con- 
ditions the  burdens  of  which  always  fall  upon  the  public, 
and  which  always  raise  the  economic  cost  of  service — ^may 
give  way  to  an  open,  frank,  and  sincere  acknowledgment 
on  the  part  of  the  owners  and  promoters  of  these  services 
that  the  services  are  public  in  their  nature,  and  that, 
therefore,  they  must  be  adequately  controlled  by  the  pub- 
lic. If  such  prove  not  to  be  the  case,  and  that  right 
speedily,  the  undertakings  not  only  will  pass  over  into 
public  ownership  and  management,  but  human  progress 
requires  that  they  should  so  pass.  Let  us  hope  that  this 
changed  attitude  on  the  part  of  the  companies  may  come 
and  may  so  pacify  the  people  that  the  public,  whether 
represented  at  the  polls,  in  the  legislature  and  city  coun- 
cil, the  executive  mansion,  or  embodied  in  controlling 
commissions,  may  lose  some  of  its  instinct  for  warfare, 
blood  and  destruction,  and  may  be  willing  to  cooperate 
with  the  private  interests  involved  to  give  the  owner  of 
the  private  industry  a  guarantee  of  an  opportunity  to 
earn  a  fair  return,  in  view  of  the  risk,  upon  the  money 
actually  and  necessarily  invested  in  these  enterprises. 

The  most  significant  attempts  at  regulation  in  the  last 
generation  have  been  embodied  in  the  interstate  com- 
merce acts  (acts  which  have  not  yet  reached  the  legal  age 
of  twenty-one  years),  the  railroad  commission  acts  of 
Massachusetts  dating  from  1869,  *he  Massachusetts  Gas 
and  Electric  Light  Commission  acts  dating  from  1885, 
and  the  more  recent  commission  acts  relating  to  gas  in 
New  York  and  the  amended  railroad  commission  act  of 
Wisconsin.  To  these  ought  to  be  added  the  National 
Banking  act  (older  than  any  of  those  previously  named). 
Although  this  act  does  not  relate  to  what  under  our  law 
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is  a  public  service,  the  principle  involved  is  so  closely 
assimilated  with  the  principle  of  the  regulation  of  public 
utilities  as  to  justify  the  mention  of  it  in  this  connection. 
No  one  of  these  attempts  at  regulation,  varied  as  they 
have  been,  has  been  without  great  value.  Each  of  them, 
in  its  own  way,  has  been  of  vital  importance  in  educating, 
not  only  the  consumer  and  the  investor,  but  also  the  legis- 
lators and  the  managers  of  the  private  companies  as  well. 
If  these  various  efforts  be  viewed,  by  and  large,  they  will 
all  be  recognized  as  beneficial,  and  yet  they  have  all  fallen 
far  short  of  the  results  which  must  be  attained  before 
regulation  can  be  said  to  have  accomplished  its  object  in 
giving  adequate  and  efficient  service  at  proper  rates. 
This  is  not  to  say  that  the  legislation  in  regard  to  these 
commissions,  and  the  acts  of  the  commissions  themselves, 
were  not  on  the  whole  wise  and  pointed  in  the  right 
direction.  It  is  simply  a  recognition  of  the  fact  that 
human  progress  is  slow,  and  that  a  step  of  one  kind  may 
be  absolutely  necessary  as  a  preliminary  before  a  much 
wider  step  in  the  right  direction  becomes  possible.  As 
well  criticize  the  steps  of  a  two-year-old  child,  because 
they  are  not  equal  in  length  and  steadiness  to  the  steps 
of  a  vigorous  adult  man,  as  to  condemn  these  commis- 
sions because  they  have  not  accomplished  what  it  was 
impossible  for  them  to  accomplish  under  the  then  existing 
circumstances,  although  many  of  those  things  may  prove 
to  be  possible  of  accomplishment  under  the  legislation  in 
regard  to  public  utilities,  enacted  by  the  legislatures  in 
Wisconsin  and  New  York  in  1907. 

Let  us  summarize  very  briefly  some  of  the  essentials 
of  regulation  and  then  turn  our  attention  to  a  summary 
comparison  of  the  public  utilities  act  of  1907  for  Wiscon- 
sin and  New  York,  to  see  their  relative  significance  when 
measured  alongside  of  these  fundamentals.    Before  mak- 
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ing  the  comparison,  it  ought  to  be  remarked,  parenthet- 
ically, that  the  principles  of  control  of  privately  owned 
monopoly  by  a  power  entirely  distinct,  not  only  from  the 
owners  and  managers,  but  also  from  the  consumers  of 
the  company,  apply  with  equal  force  to  the  regulation  of 
publicly  owned  monopoly. 

First,  then,  if  regulation  is  to  be  successful,  there  must 
be  a  uniform  system  of  accounts,  records,  and  reports  for 
like  services  in  each  of  the  states.  This  point  involves, 
also,  actual  and  frequent  public  auditing,  and  a  real  pub- 
licity not  only  of  the  auditing,  but  of  the  accounts.  This 
implies  the  acknowledgment,  to  a  greater  extent  than  has 
yet  been  attained  on  the  part  of  the  owners,  that  these 
industries  are  of  so  public  a  nature  that  the  public  has  the 
right  to  know  every  detail  of  the  organization,  financing, 
and  management  of  the  undertakings,  to  as  full  an  extent 
as  it  has  the  right  to  know  in  regard  to  the  management 
of  the  public  schools  or  the  health  department  of  a  city. 
There  is,  and  there  can  be,  no  effective  regulation  until 
the  companies  are  compelled  or  induced  to  act  in  good 
faith  on  this  principle,  and  until  the  controlling  organs 
of  the  state  have  money  enough  and  experts  enough  to 
put  this  principle  into  effective  operation.  Nor  can  the 
idea  be  made  effective  in  practice  until  the  organ  of  the 
state  which  has  supervision  of  these  industries  has  finan- 
cial resources  enough,  and  employs  a  sufficient  number  of 
professional  accountants  and  auditors,  to  keep  the  facts 
of  these  industries  in  an  intelligent  form  before  the  city 
coimcil,  the  legislature,  and  the  consuming  public.  The 
accounts  and  the  results  of  the  auditing  must  not  only  be 
public,  but  they  must  be  published,  and  actually  brought 
before  the  voting  portion  of  the  public  in  such  a  manner 
as  to  enable  the  laymen  to  understand  and  compare  them 
for  the  same  company  year  by  year,  and  also  with  other 
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companies.  Of  course,  with  this  degree  of  publicity,  the 
companies  must  in  justice  be  protected  and  be  permitted 
to  protect  themselves  from  competition  by  trade  and 
traffic  agreements  (subject,  of  course,  to  approval  by 
public  authority  and  also  made  public).  The  rule  must 
work  both  ways.  This  brings  us  to  the  same  point  again, 
namely,  the  recognition  of  the  public  character  of  the 
services. 

The  Massachusetts  commissions  already  referred  to, 
and  the  Interstate  Commerce  Commission,  have  had  nom- 
inal power  to  do  a  large  part  of  the  work  of  control 
within  this  field,  but,  unfortunately,  at  no  time  have  they 
had  the  funds,  or  any  expectation  of  obtaining  the  funds 
within  a  reasonable  number  of  years,  to  employ  a  suffi- 
ciently large  and  sufficiently  permanent  staff,  to  do  this 
work  satisfactorily.  What  is  true  of  the  auditing,  ac- 
counting, and  reporting  is  equally  true  of  the  engineering. 
Real  control  can  never  be  obtained  until  the  commission 
has  constitutional,  statutory,  and  financial  power  to  or- 
ganize, maintain,  and  direct  a  more  adequate  and  effective 
engineering  force  in  the  field  of  each  industry  under  the 
control  of  the  commission,  than  is  maintained  by  the 
largest  and  strongest  company.  When  the  whole  world 
knows  and  understands  the  conditions  of  the  industries 
through  the  work  of  the  accountants  and  the  engineers, 
we  have  made  some  real  approach  toward  the  regulation 
of  prices,  and  we  have  come  nearer  to  the  solution  of 
that  vexed  problem,  the  taxation  of  public  service  cor- 
porations. Here  it  is  that  we  come  to  the  first  great 
technical  difference  between  the  public  service  commis- 
sions of  New  York  and  of  Wisconsin. 

Under  the  legislation  of  1907,  each  of  these  commis- 
sions is  nominally  given  unlimited  power  to  inspect,  to 
investigate,  and  to  fix  the  price  of  services,  within  the 
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constitutional  requirements,  regarding  due  process  of 
law,  and  just  compensation,  to  be  determined  by  judi- 
cial authority.  Almost  every  provision  that  ingenuity  can 
invent  seems  to  have  been  inserted  in  both  acts  to  prevent 
the  courts  from  interfering  unduly  with  the  work  or 
orders  of  the  commissioners,  and  to  prevent  the  com- 
panies from  using  the  courts  to  stay  orders  of  the  com- 
mission pending  a  decision  on  their  legality.  The  relation 
of  the  New  York  commission  to  the  courts  seems  to  be 
somewhat  more  promising  than  that  of  Wisconsin. 

In  the  matter  of  rate  regulation  we  have  come  face  to . 
face  with  the  fact  of  capitalization,  stock  watering,  and 
franchise  values.  As  I  have  so  often  said  in  the  last 
twenty  years,  proper  consideration  of  the  equities  in  the 
case  of  innocent  holders  and  a  due  respect  for  the  untold 
legions  of  widows  and  orphans  involved  in  the  contro- 
versy, as  well  as  every  consideration  of  mere  expedience, 
requires  that  the  stock  watering  of  the  past,  so  far  as  it  is 
reflected  in  the  market  values  of  securities  and  in  the 
present  earnings  of  companies,  and  so  far  as  it  has  been 
recognized  as  legal  up  to  the  present  time,  should  be  ac- 
cepted on  the  ground  that  both  the  public  and  the  com- 
panies have  responsibilities  for  existing  conditions.  But, 
as  previously  stated,  all  future  increment  in  the  value  of 
the  franchises  should  be  prevented  by  rate  reductions  or 
improvement  in  the  service.  The  Wisconsin  law  has 
recognized  a  principle  which  heretofore  has  been  but 
little  regarded,  although  it  is  emphasized  in  the  new  Vir- 
gfinia  constitution  and  the  legfislation  resting  upon  it, 
namely,  that  whatever  the  specific  legal  terms  or  length 
of  existing  franchises  may  be,  they  have  but  little  actual 
value  in  a  growing  community.  A  perpetual  franchise  to 
operate  a  street  car  line  over  a  few  miles  of  line  only,  in 
a  growing  city,  has  no  practical  value,  for  the  reason 
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that  additional  franchises  become  absolutely  essential  at 
very  frequent  intervals  to  the  life  of  the  company.  The 
state,  therefore,  finds  itself  almost  everywhere  with  an 
actual  right  of  amending  franchises  where  no  legal  right 
exists,  for  to  refuse  a  great  company  the  powers  neces- 
sary to  enable  it  to  meet  the  expanding  needs  of  the  com- 
munity, is  virtually  to  abolish  the  existing  franchise,  for 
this  right  to  refuse  amendments  can  be  used  by  the  legis- 
lature to  obtain  from  the  company  a  waiver  of  any  rights 
considered  injurious  to  the  public.  This  enables  the  state 
to  bring  every  corporation  in  all  details  imder  the  pro- 
visions of  an  act  establishing  control  according  to  the 
prevailing  idea  of  justice  at  the  present  time. 

The  Wisconsin  law  has  provided  for  this,  but  the  con- 
trol of  rates  rests  on  the  idea  that  the  owners  of  the 
enterprises  are  entitled  to  charge  rates  which  will  give 
them  a  fair  return  upon  the  capital  actually  and  neces- 
sarily invested  to  render  the  service.  This  implies,  of 
course,  that  the  capital  is  not  only  honestly  invested  and 
managed,  but  is  managed  with  a  reasonable  d^ree  of 
skill  and  efficiency. 

The  sequel  will  probably  prove  that  the  most  important 
step  yet  taken  in  America,  in  the  field  of  regulating  public 
service  corporations,  is  to  be  found  in  the  provisions  of 
the  Wisconsin  law  compelling  the  uniform  accounting, 
auditing,  and  publicity,  together  with  the  requirement  of 
the  valuation  of  the  physical  assets.  This  provision  for 
valuing  the  property  is  not,  as  the  companies  seemed  to 
believe  before  the  act  was  passed,  an  attempt  to  squeeze 
the  existing  water  out  of  capitalization,  or  to  destroy  the 
value  of  the  existing  franchise.  It  is  a  mere  step,  and 
a  necessary  one,  to  determine  the  value  of  the  existing 
property  and  franchises  and  to  obtain  the  other  necessary 
information  without  which  the  right  to  regulate  prices 
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has  no  basis  in  equity,  but  degenerates  into  the  old  idea 
of  a  club  or  weapon  with  which  to  punish  the  companies. 
This  provision  may  properly  be  r^arded  as  an  attempt 
to  seize  the  future  (not  the  existing)  unearned  increment 
on  the  franchise  for  the  public.  It  leaves  the  existing 
value  of  the  concern,  including  the  capitalized  value  of 
the  franchise,  in  the  hands  of  the  present  holders.  Any 
proposition  short  of  this  really  destroys  the  foundation 
for  regulating  prices,  and  throws  us  back  on  the  old  idea 
that  the  companies  are  really  private  companies.  In'fact, 
to  shut  off  the  valuation  of  the  physical  assets  is  to  hurl 
us  back  into  the  era  of  so-called  competition,  with  all  of 
its  corruption.  But  these  companies  are  really  public. 
They  are  logically  monopolies.  From  these  two  facts  it 
follows  that  they  ought  to  have  their  prices  regulated. 
There  can  be  no  just  ground,  in  an  age  of  reason  and 
intelligence,  for  permitting  private  owners  to  own,  capi- 
talize, and  exploit  forever  the  constantly  growing  value 
of  these  public  franchises.  It  is  the  height  of  folly  to 
advocate  any  rate  regulation  without  a  valuation  of  the 
physical  property.  It  may  be  in  some  cases  that  the 
franchise  furnishes  the  chief  item  of  property,  but  the 
chief  claim  to  compensation  by  the  private  owners  must 
rest  in  the  future  on  their  contributions  of  capital.  Until 
the  amount  of  that  is  determined,  of  course,  it  is  utterly 
impossible  to  determine  the  value  of  the  franchise.  For 
the  combined  value  of  the  two  is  determined  largely  by 
the  earnings.  This  total  value  cannot  be  analyzed  or 
separated  into  its  component  parts  without  valuation  of 
the  physical  property.  The  forces  acting  upon  the  value 
of  a  franchise  are  different  in  origin,  direction,  and  effect 
from  those  acting  on  the  value  of  the  physical  property. 
The  one  kind  of  value  decreases  by  time  and  decay,  the 
other  increases  with  every  step  in  human  progress.    The 
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only  justification  for  allowing  any  financial  return  to  the 
franchise  of  a  public  service  company  rests  on  the  his- 
torical fact  that  such  companies,  before  the  public  knew 
that  they  were  of  a  public  nature,  were  allowed  to  charge 
prices  for  the  service  which  paid  what  was  considered  a 
fair  return  on  the  capital  actually  invested,  and,  in  addi- 
tion, furnished  the  basis  for  a  high  value  of  the  franchise. 
Then  the  companies  were  permitted  to  issue  capitalization 
against  this  value,  and  even  to  make  false  declarations 
as  to  the  amount  of  such  earnings,  and  thereby  base  ex- 
cessive amounts  of  their  watered  capitalization  on  this 
surplus,  and  then  palm  such  securities  off  on  the  innocent 
investor,  the  widow  and  the  orphan,  from  whom  protec- 
tion is  now  claimed.  Every  element  of  value,  tangible 
and  intangible,  ought  to  be  taken  into  consideration  in 
fixing  the  present  value,  both  for  taxation  and  the  fixing 
of  rates ;  but,  as  already  indicated,  the  basis  and  starting 
point  of  all  valuation  for  these  purposes  is  the  valuation 
of  the  physical  property;  without  that,  no  scientific  pro- 
gress can  be  made. 

In  the  two  fundamental  requisites  of  effective  regula- 
tion, uniform  accounting,  together  with  public  auditing, 
and  the  valuation  of  the  tangible  property,  the  Wisconsin 
law  seems  immensely  superior  to  that  of  New  York.  I 
should  say  that  the  most  hopeful  feature  of  the  New 
York  law  has  nothing  to  do  with  the  formal  powers  con- 
ferred upon  the  commission,  but  relates  rather  to  the  fact 
that,  so  nearly  as  may  be  under  a  constitutional  govern- 
ment, the  commission  has  placed  at  its  service  unlimited 
funds  with  formal  authority  of  so  broad  and  autonomous 
a  nature  conferred  upon  the  commission,  that  it  may,  if 
it  pleases,  establish  uniform  accounting,  auditing,  and 
reporting;  organize  and  maintain  whatever  staff  of  en- 
gineers, accountants,  librarians,  statisticians,  and  other 
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experts  seems  necessary,  and  may,  if  it  chooses,  beyond 
doubt,  establish  a  physical  valuation  of  the  plants.  Until 
the  law  is  changed,  that  commission  seems  much  less 
likely  to  be  hampered  from  lack  of  funds  than  the  Wis- 
consin commission.  The  practical  danger  in  New  York 
is  that  the  commission  will  be  swamped  with  what  seem 
pressing  demands  upon  its  time  and  energies,  and  will 
involve  itself  in  an  untenable  position  in  an  attempt  to 
prevent  stock  watering  by  passing  upon  petitions  for  the 
issue  of  stocks  and  boi\ds.  Petitions  of  this  sort  may 
easily  be  made  to  occupy  the  major  portion  of  the  time  of 
the  commission  to  the  exclusion  of  more  important  mat- 
ters. The  practical  way  to  prevent  stock  watering,  is  to 
value  the  physical  property  of  the  company  and  fix  the 
value  of  the  franchise  at  the  same  time.  This  will  check 
stock  watering  by  making  it  utterly  useless. 

All  previous  attempts  at  regulation,  state  and  federal, 
have  been  shipwrecked  after  accomplishing  relatively 
little,  by  the  inadequacy  of  the  appropriations  placed  at 
their  disposal.  Let  us  hope  that  the  reorganized  In- 
terstate Commerce  Commission  of  1906,  and  the  pub- 
lic utilities  commissions  of  New  York  and  Wisconsin, 
will  be  able,  even  under  the  pressure  of  an  impetuous 
and  somewhat  uneducated  public  opinion,  to  accomplish 
such  a  degree  of  success  as  will  once  and  for  all  con- 
vince the  public  that  all  human  government,  in  as  com- 
plex affairs  as  these  commissions  are  required  to  deal 
with,  is  a  scientific  matter,  requiring  expert  knowledge, 
both  of  a  higher  degree  and  also  of  a  much  larger  mass 
than  has  heretofore  been  recognized,  and  that  these  can 
be  obtained  only  by  large  expenditures  of  money,  and 
expenditures,  too,  on  a  very  much  larger  scale  than  the 
public  has  heretofore  deemed  necessary. 

In  this  respect  the  New  York  commissions  (and  nota- 
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bly  that  of  the  first  district)  are  much  more  interesting 
experiments  than  that  in  Wisconsin.  The  problems  in 
the  first  district  of  New  York  are,  unfortunately,  more 
dynamic  at  present  and  more  consciously  pressing  for 
solution.  Fortunately,  the  people  begin  to  realize  that 
vast  sums  of  money  are  required  for  their  solution.  It  is 
an  inspiring  sight,  therefore,  to  see  the  resources  of  that 
district  placed  so  much  more  largely  than  in  any  instance 
heretofore  in  America  at  the  disposition  of  the  public 
service  commission.  Every  well-wisher  of  America,  and 
every  man  who  has  come  to  realize  that  unregulated  pri- 
vate monopoly  in  important  public  service  is  intolerable 
and  unendurable  ought  to  rejoice  at  the  experiments  now 
going  on  both  in  Wisconsin  and  New  York,  and  to  recog- 
nize them  as  probably  the  most  important  experiments  in 
human  government  yet  undertaken  in  America.  Not 
least  of  all  should  he  rejoice  in  the  high  character  of  the 
commissioners,  and  in  the  fact  that,  coupled  with  large 
legal  powers,  these  commissions,  especially  in  New  York 
(first  district),  have  adequate  funds  placed  at  their  ser- 
vice to  enable  them  to  carry  on  their  work.  Let  us  all 
pray  that  public  sentiment  may  so  far  be  held  in  check  as 
to  give  these  commissions,  substantially  on  the  present 
basis,  a  considerable  number  of  years  to  wrestle  with  this 
problem  before  their  powers  are  greatly  curtailed,  or 
possibly  destroyed  by  further  and  hostile  legislation. 
Either  law  is  good  enough  to  bring  about  marvelous  pro- 
gress if  only  it  can  be  saved  from  change,  or  the  serious 
fear  of  change,  until  it  has  a  chance  to  show  what  can  be 
done  under  it. 

Edward  W.  Bemis  :  From  an  extended  experience  in 
representing  cities  before  gas  commissions  in  Massachu- 
setts, New  York  and  other  states,  I  have  become  thor- 
oughly convinced  on  the  following  points : 


Digitized  by 


Google 


Public  Service  Commissions — Discussion       305 

1.  It  is  a  good  thing  for  the  country  to  have  the 
experience  that  the  New  York  and  Wisconsin  public 
service  commissions  are  furnishing. 

2.  It  would  be  very  tmfortunate  for  most  states  to 
follow  suit  in  the  near  future. 

3.  One  reason  for  this  is  the  denial  of  home  rule  in 
such  legislation.  It  is  all  right  for  cities  to  be  restricted 
by  state  legislation  in  the  length  of  life  of  franchise 
grants  and  in  some  other  respects,  but  fundamental  de- 
cisions should  rest  with  the  people  without  any  fear  of 
veto  by  the  state  commission. 

4.  Municipal  ownership  is  sure  to  be  checked  by  such 
a  commission,  which  invariably  is  hostile  to  the  movement 
and  is  inclined  to  favor  existing  companies. 

5.  The  theory  of  commission  control  would  stand  in 
the  way  of  squeezing  out  franchise  values  preparatory  to 
city  purchase  save  as  efforts  at  regulation  or  taxation 
might  be  made.  Such  efforts,  however,  are  usually  much 
restricted  by  the  courts.  The  far  more  effective  method 
of  direct  city  competition  or  the  threat  of  it,  or  indirect 
competition  through  a  holding  company  as  is  being  so 
successfully  tried  in  Cleveland,  would  be  practically  im- 
possible under  a  commission  scheme. 

6.  Any  attempt  at  appraisal  of  physical  property  is 
almost  sure  to  err  against  the  public  and  on  the  side  of 
10  per  cent,  to  30  per  cent,  of  excess  above  the  proper 
amount. 

7.  Most  states  would  not  secure  such  good  commis- 
sions as  New  York  and  Wisconsin,  where  exceptional 
conditions  appear  to  have  favored  the  appointment  of 
unusually  public  spirited  men,  independent  of  corporation 
control. 

George  E.  Hooker  :  It  should  perhaps  be  remembered 
that  the  franchise  value  spoken  of  by  Prof.  Gray,  in  his 
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chivalric  championship  of  "the  widows  and  orphans,"  is 
not  only  very  uncertain  and  speculative  in  amount,  but  is 
often  subject  to  reduction  or  effacement  in  certain  wholly 
l^al  ways,  so  that  it  may  not  really  be  a  vested  right 

In  the  traction  settlement  ordinances  recently  adopted 
in  Chicago  a  certain  allowance  for  the  value  of  unexpired 
franchises  was  made,  largely  on  the  basis  of  the  profits 
then  being  realized  from  the  then  existing  service  and 
fares.  That  service,  however,  was  bad,  the  fares  charged 
were  too  high  for  the  service  rendered,  and  Chicago  then 
had  the  power  to  regulate  car  fares.  The  City  might 
presumably  have  reduced  the  fares,  therefore,  if  it  had 
chosen  so  to  do,  until  it  had  lessened  or  perhaps  prac- 
tically wiped  out  profits  above  the  interest  charges  on  the 
actual  capital  investment.  The  city  had  the  power  thus 
to  cut  down,  if  not  practically  to  obliterate,  the  fran- 
chise values.  The  criticism  provoked  by  the  allowance 
for  franchise  values  in  these  renewal  ordinances  was, 
therefore,  not  without  reason. 

Franchise  values  can  also  be  reduced,  or  wiped  out, 
where  the  company  lacks  a  monopoly,  by  the  introduction 
of  competing  lines,  especially  with  lower  fares.  Qeve- 
land,  as  I  am  informed,  lacks  the  power  to  regulate 
fares,  but  Qeveland  is  having  a  three  cent  fare  company 
build  and  operate  competing  lines,  and  is  thus  rapidly 
squeezing  the  water  out  of  the  stock  of  the  old  company. 
It  is  wiping  out  franchise  values. 

In  so  far  as  franchise  values  are  thus  subject  to  being 
reduced  or  eliminated  by  perfectly  legal  means,  their 
recognition  as  a  vested  interest  would  seem  therefore  to 
be  open  to  question. 

If  a  definite  and  certain  basis  on  which  to  calculate 
franchise  values  be  sought,  a  basis  which  shall  not  be 
subject  to  possible  reduction  by  the  legal  methods  men- 
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tioned  above,  it  may  be  that  the  only  basis  of  that  sort 
would  be  found  to  be  a  rate  of  income  merely  sufficient 
to  secure,  under  reasonable  conditions,  the  tender  of  the 
requisite  capital  by  the  public  for  carrying  on  the  street 
railways  in  question — ^and  in  that  case  franchise  values 
would  •  tend  toward  zero.  In  other  words,  franchise 
values  are  often  largely  a  gamble  on  the  probabilities  or 
improbabilities  of  legal  regulation  or  competition. 

Allen  R.  Foote  :  I  became  a  member  of  this  Associa- 
tion seventeen  years  ago  this  week.  Aa  that  time  its  an- 
nual meeting  was  held  in  the  City  of  Washington.  On 
that  occasion  Professor  Henry  C.  Adams  submitted  a  very 
able  paper  under  the  title  of  "Statistics  as  a  Means  of 
Preventing  Abuses  By  Corporations." 

In  the  course  of  a  few  remarks  made  on  the  subject  of 
Professor  Adam's  paper,  I  said  that  I  held  his  paper  in 
high  esteem  because  I  believed  in  statistics  as  a  means  of 
preventing  the  abuse  of  corporations. 

I  then  said  that  in  my  opinion  the  most  valuable  ser- 
vice this  Association  could  render  to  the  people  at  that 
time  would  be  for  it  to  appoint  a  committee  to  formulate 
a  system  of  accounts  to  be  kept  by  all  public  service  cor- 
porations with  the  purpose  of  bringing  into  view  every 
economic  factor.  That  such  a  system  should  classify 
the  items  of  the  accounts  into  proper  divisions  under 
appropriate  headings  and  that  it  should  be  made  certain 
that  every  item  was  correctly  entered  in  the  division  to 
which  it  was  assigned  and  under  its  appropriate  heading. 

Having  such  a  system  of  accounts,  we  could  determine 
the  direct  profit  or  loss  resulting  from  the  ownership  and 
operation  of  any  utility  and  could  then  intelligently  award 
the  contract  for  supplying  the  service  to  a  public  or  pri- 
vate corporation — ^whichever  it  was  shown  would  produce 
the  best  economic  results  for  the  people. 
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Today,  in  two  or  three  states,  we  have  public  utility 
commissions  authorized  by  law  to  devise  such  a  system 
of  accounts  to  be  kept  by  all  of  the  public  utilities  operat- 
ing in  the  several  states,  and  the  Inter-State  Commerce 
Commission  is  authorized  to  prescribe  the  system  of 
accounts  to  be  used  by  public  service  corporations  doing 
an  inter-state  commerce  business. 

It  is  now  the  duty  of  this  Association  to  examine  the 
system  of  accounts  prescribed  by  these  commissions  and 
to  see  that  they  are  properly  devised  to  bring  into  view 
every  economic  factor.  When  public  service  corpora- 
tions keep  their  accounts  as  prescribed  by  the  commission 
under  whose  supervision  they  operate,  when  their  charges 
for  services  rendered  are  approved  or  prescribed  by  such 
commission  and  all  of  their  service  rules  and  recommen- 
dations are  submitted  to  the  inspection  and  approval  of 
such  commission,  the  time  has  arrived  when  this  Associa- 
tion should  definitely  declare  that  public  policy  requires 
that  no  utility  shall  be  transferred  from  private  to  public 
ownership  excepting  it  be  for  clearly  defined  economic 
reasons. 

M.  S.  Dudgeon:  Some  of  the  remarks  made  by 
speakers  who  have  preceded  me  indicate  that  they  inter- 
pret the  Wisconsin  public  utilities  law  as  giving  to  the 
utilities  additional  rights  to  appeal  to  the  courts  to  test 
or  set  aside  rates  made  by  the  commission.  A  careful 
examination  of  the  law  will  I  think  show  them  that  they 
are  in  error.  The  higher  courts  both  state  and  federal 
have  repeatedly  held  that  the  public  utilities  have  the  ab- 
solute right  under  the  federal  constitution  to  appeal  to 
the  courts  to  set  aside  a  commission-made  rate  on  the 
ground  that  it  is  confiscatory.  The  Wisconsin  law  under 
these  decisions  is  compelled  to  recognize  and  of  course 
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does  recognize  these  rights.  Recognizing  these  rights 
the  f ramers  have  made  an  evident  effort  so  to  limit  the 
rights  of  recourse  to  the  courts  as  to  prevent  it  from 
being  used  for  dilatory  purposes. 

The  Wisconsin  law  makes  the  commission-made  rate  as 
binding  as  it  constitutionally  can.  It  declares  the  commis- 
sion-made rate  to  be  prima  facie  reasonable  and  valid,  thus 
shifting  to  the  attacking  public  utility  the  full  burden 
of  proving  the  commission-made  rate  to  be  confiscatory. 
This  is  as  far  as  a  statute  can  go.  It  will  be  remembered 
that  in  a  railroad  case  the  supreme  court  of  the  United 
States  found  that  a  statute  of  Minnesota  which  sought 
to  make  a  legislative  rate  conclusively  reasonable  and 
valid  was  unconstitutional  in  that  particular.  The  Wis- 
consin law  also  provides  that  all  commission-made  rates 
shall  go  into  immediate  effect  pending  an  appeal  to  the 
courts,  and  forbids  an  injunctional  order  injoining  the 
operation  of  the  rate  except  on  notice  to  the  commission 
and  after  full  hearing.  The  law  also  provides  for  speedy 
joining  of  issue  in  suits  brought  by  the  utilities,  requires 
speedy  trial,  and  gives  suits  involving  the  validity  of 
rates  priority  over  all  other  actions.  The  law  also  shuts 
off  delayed  appeals  to  the  courts  by  a  provision  requiring 
all  such  appeals  to  be  made  within  ninety  days  after  the 
order  of  the  commission  is  entered.  This  is  probably 
as  short  a  statute  of  limitation  as  would  be  sustained  as 
constitutional. 

Compelled  as  they  were  to  recognize  the  right  that  the 
utilities  had  to  appeal  to  the  court  it  is  evident  that  it  was 
the  purpose  of  the  framers  of  the  law  not  to  extend  the 
right,  but  so  to  limit  and  regulate  the  exercise  of  the 
right  as  to  prevent  it  from  being  made  an  instnmient  of 
delay. 
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INTRODUCTION 

But  few  matters  are  more  vital  to  a  large  city  than  its 
street  railway  system.  A  realization  of  the  social  and 
economic  importance  of  street  railways,  has,  in  the  last 
two  decades,  directed  public  attention  to  the  problem  of 
urban  transportation.  This  interest  has  manifested  itself 
in  the  constant  demands  of  the  public  for  an  improved 
service,  as  opposed  to  the  promotion  of  private  ends  by 
the  companies.  That  this  awakening  of  the  public  mind 
is  not  merely  a  transitory  interest  is  shown  by  the  general 
discussions  which  have  been  called  forth  concerning  the 
relations  between  municipalities  and  street  railway  com- 
panies. This  paper  is  contributed  to  the  general  discus- 
sion as  a  strictly  local  study  of  traction  affairs  in  Chicago. 

To  a  student  of  urban  transportation,  Chicago  offers 
many  features  of  special  interest. 

The  length  of  its  street  railways  is  greater  than  that 
of  any  other  city  in  the  world. 

Though  spread  over  an  enormous  expanse,  the  retail 
or  down-town  district  is  confined  within  a  region  less  than 
two  miles  square,  the  primal  cause  for  this  condition 
being  the  division  of  the  city  into  a  South,  a  West,  and 
a  North  Side,  by  the  Chicago  River  and  its  branches,  the 
commercial  center  being  the  extreme  north  end  of  the 
South  Side.  Because  of  this  natural  separation  of  the 
city,  divisional  operation  has  been  practiced  in  Chicago 
as  in  no  other  large  city. 

It  is  in  Chicago  that  the  municipal  ownership  propa- 
ganda has  asserted  itself  more  boldly  than  in  any  other 
American  city. 
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Chicago  transportation  has  been  rendered  an  object  of 
widespread  interest  throughout  the  country,  not  because 
of  its  efficiency,  but  because  of  the  intermittent  agitation 
concerning  it  ever  since  1865.  The  traction  situation,  in 
its  various  phases,  has  furnished  the  issue  for  several 
heated  municipal  elections,  and,  indeed,  has  not  been 
without  its  influence  in  state  elections.  Even  in  the  city 
election,  held  April  2,  1907,  the  so-called  "Settlement 
Ordinances"  furnished  the  issue  for  a  bitterly  contested 
campaign. 

The  three  elevated  railways,  together  with  the  surbur- 
ban  trains  of  some  of  the  steam  roads,  are  constantly 
becoming  of  more  importance  in  local  transportation. 
However,  inasmuch  as  all  these  roads  are  operating  under 
long  term  franchises  which  will  not  expire  for  many 
years,  are  on  relatively  peaceful  terms  with  the  public, 
and  are  but  a  small  factor  in  the  general  problem  of  local 
transportation,  as  compared  with  the  street  railways, — 
this  study  has  been  confined  strictly  to  a  consideration 
of  the  street  railways  of  the  city.  But  little  study  has 
been  made,  in  this  paper,  of  the  financial  operations  of 
the  companies,  by  which  the  values  of  street  railway 
stocks  have  been  enormously  inflated,  for  the  manipula- 
tions of  the  Chicago  companies  are  believed  to  be  but 
typical  of  the  operations  of  public  service  corporations  in 
many  places,  whereas  the  service  afforded  has  been  much 
less  efficient  than  that  rendered  in  most  cities.  Be- 
lieving that  the  public  of  Chicago  has  always  been  most 
interested  in  securing  a  first  class  street  railway  service, 
more  especial  attention  has  been  given  to  the  relations 
existing  between  the  city  and  the  companies,  and  the 
various  efforts  of  the  city  to  secure  an  improved  service.^ 

*  The  writer  is  indebted  to  Dr.  Maurice  F.  Doty,  Special  Traction 
Commissioner  for  the  city,  and  to  J.  G.  Grossberg,  who  was  attorney 
for  the  city  in  its  prosecution  of  the  companies,  for  valuable  sugges- 
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tions.  He  is  also  indebted  to  the  Arnold  Engineering  G>mpany  for 
permission  to  use  the  books  of  the  Traction  Valuation  Commission. 
And  finally,  thanks  are  due  to  the  Northwestern  University,  which 
has  given  to  him  the  privilege  of  preparing  this  work  under  the 
direction  of  Dr.  John  H.  Gray,  who  has  spared  no  eflFort  to  provide 
all  available  material  upon  the  subject,  and  for  whose  helpful  in- 
struction and  kindly  guidance  the  author  has  naught  but  the  deepest 
gratitude. 
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PART  I. 
CHAPTER  I. 

EARLY  ORDINANCES. 

The  first  grant  given  by  the  city  for  a  street  railway, 
was  the  horse  railroad  charter  granted  to  Roswell  B. 
Mason  and  Charles  B.  Phillips  on  March  4,  1856,  but  no 
lines  were  constructed  under  this  grant. 

The  first  franchise  under  which  any  street  railways 
were  constructed  was  passed  on  August  17,  1858,  by 
which  Henry  Fuller,  Franklin  Parmalee  and  Liberty 
Biglow  were  authorized  to  construct  and  operate  street 
railways  in  certain  streets  of  the  South  and  West  divis- 
ions of  the  city.  This  ordinance  was  granted  for  twenty- 
five  years,  and  until  purchased  by  the  city. 

A  dispute  had  arisen  as  to  the  power  of  the  City  to 
grant  the  use  of  the  streets  for  street  railways,  and  on 
February  14,  1859,  the  grantees  under  the  ordinance  of 
August  16,  1858,  together  with  Henry  A.  Gage,  secured 
from  the  legislature  for  a  period  of  twenty-five  years, 
a  charter  for  the  Chicago  City  Railway  Company.  This 
act  authorized  the  construction  and  operation  of  street 
railways  upon  such  streets  in  the  South  and  West  divis- 
ion, as  the  city  council  had  previously  granted  to  the 
incorporators,  or  as  it  might  thereafter  grant  to  the  com- 
pany, and  upon  such  terms  as  the  council  might  pre- 
scribe. 

By  the  same  act  William  B.  Ogden,  John  B.  Turner, 
Charles  V.  Dyer,  James  H.  Rees,  and  Valentine  C. 
Turner  became  the  incorporators  of  the  North  Chicago 
City  Railway  Company.  This  Company  was  incorpo- 
rated for  the  same  period  and  was  authorized  to  construct 
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and  operate  street  railways  in  the  North  division  of  the 
city,  in  such  streets  and  upon  such  conditions  as  the  coun- 
cil might  prescribe. 

On  the  2 1  St  of  February,  1861,  the  Chicago  West 
Division  Railws^y  Company  was  incorporated  for  a  period 
of  twenty-five  years,- — Nathanial  P.  Wilder,  Edward  B. 
Ward,  William  K.  McAllister,  Samuel  B.  Walker,  James 
L.  Wilson,  and  Charles  B.  Brown  being  the  incorporators. 
On  July  30,  1863,  this  company  acquired  by  deed  of 
conveyance  from  the  Chicago  City  Railway  Company,  all 
its  rights  and  privileges  in  the  streets  of  the  West  divis- 
ion of  the  city,  together  with  all  lines  and  equipment 
being  operated  in  that  division,  by  the  Chicago  City  Rail- 
way Company. 

Following  these  grants,  permission  was  given  to  the 
companies  by  ordinances,  at  various  times,  to  extend  their 
lines.  The  first  ordinance  to  the  North  Chicago  City 
Railway  Company  was  given  on  May  23,  1859,  the  dura- 
tion of  which  was  stated  as  being  "for  twenty-five  years 
and  no  longer."  All  subsequent  ordinances  given  to  this 
company  prior  to  1865,  refer  back  to  this  provision,  while 
most  of  the  grants  given  to  the  Chicago  City  Railway 
Company  and  the  Chicago  West  Division  Railway  Com- 
pany refer  back  to  the  ordinances  of  August  16,  1858, 
which  fixed  the  duration  of  franchise  "for  twenty-five 
years  and  until  purchase  by  the  city." 

Under  these  grants  the  companies  rapidly  built  up 
and  extended  their  lines,  and  by  1865,  ^^^^  company  had 
developed  and  was  operating  a  complete  railway  system 
in  its  respective  division  of  the  city — ^the  division  of  the 
city  into  three  natural  divisions  by  the  Chicago  river  and 
its  branches  furnishing  a  basis  for  this  territorial  arrange- 
ment between  the  three  companies,  each  of  which  exacted 
a  separate  fare.  Thus  early  is  seen  the  influence  of  the 
geographical  element  in  the  Chicago  traction  problem. 


Digitized  by 


Google 


CHAPTER  II. 

THE  NINETY-NINE  YEAR  ACT. 

With  the  rapid  increase  in  population  and  the  cor- 
responding growth  of  the  city,  came  a  pressing  need  for 
extensions  in  the  traction  service,  necessitating  large  ex- 
penditures. Accordingly  the  companies  began  to  plan 
to  secure  extensions  of  their  franchise  rights,  on  the 
ground  that  sufficient  capital  could  not  be  obtained  for 
the  needed  extensions  in  the  service,  upon  franchises 
which  were  so  soon  to  expire.  In  1863,  ^^^  companies 
succeeded  in  securing  the  passage  of  a  measure  in  the 
legislature  extending  their  charters  to  ninety-nine  years. 
This  measure  was  vetoed  by  Governor  Yates,  although 
$100,000  was  offered  him  to  permit  the  bill  to  become  a 
law.^  On  February  6,  1865,  the  companies  secured  the 
passage  of  an  act  in  the  legislature,  known  as  the 
"Ninety-Nine  Year  Act,"  and  entitled  "An  Act  Concern- 
ing Horse  Railways  in  Chicago."  It  was  supposed  that 
the  effect  of  the  act  was  merely  to  substitute  the  words 
"ninety-nine  years"  for  the  words  "twenty-five  years" 
in  the  previous  grants,  and  that  the  purpose  of  the  act 
was  to  extend  all  the  existing  privileges  of  the  com- 
panies for  a  period  of  ninety-nine  years. 

The  most  vital  provision  of  this  act  was  the  clause 
which  provides  that  the  grants  given  in  1859  to  the  Chi- 
cago City  Railway  Company  and  the  North  Chicago  City 
Railway  Company;  and  the  grant  given  to  the  Chicago 

*John  H.  Hamline,  in  a  hearing  before  Gov.  Yates,  Jr.,  on  the 
Mueller  Bill  in  1903,  made  this  statement,  offering  the  signature  of 
the  elder  Yates  as  authority.  "A  Prophecy  and  its  Fulfillment", 
Hamline,  p.  4. 
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West  Division  Railway  Company  in  1861  "be,  and  the 
same  hereby  are  amended,  as  that  all  words  in  said  re- 
spective sections  after  the  words  'Company'  therein  re- 
spectively, shall  be  and  read  as  follows  viz :  For  ninety- 
nine  years,  with  all  the  powers  and  authority  hereinafter 
expressed,  and  pertaining  to  corporations  for  the  pur- 
poses hereinafter  mentioned." 

Great  popular  feeling  was  manifested  in  opposition 
to  this  act,  upon  the  grounds  that  it  extended  all  the 
franchise  rights  of  the  companies  for  ninety-nine  years, 
the  Chicago  newspapers  leading  in  the  attack,  prominent 
among  them  being  the  Tribune.^ 

Governor  Oglesby,  in  vetoing  the  bill,  gave  as  his  first 
reason  for  so  doing :  "I  do  not  approve  the  bill,  because 
by  its  first  section  it  extends  the  franchise  vested  by  the 
first  section  of  the  act  of  February  14,  1859,  and  Febru- 
ary 21,  1 86 1,  to  a  period  of  ninety-nine  years 

Upon  any  fair  construction  the  act  seems  hardly  sus- 
ceptible of  any  other  meaning.  I  have  heard  none  other 
claimed  for  it."  In  his  message.  Governor  Oglesby  also 
based  his  veto  upon  the  grounds  that  it  was  unwise  to  pass 
the  act  in  spite  of  the  protest  of  so  many  citizens,  and  so 
long  in  advance  of  the  expiration  of  the  existing  fran- 
chises of  the  companies,  that  it  destroyed  the  right  of  the 
city  to  purchase  in  twenty-five  years  as  provided  in  the 
original  charter,  and  that  huch  an  extension  of  franchise 
privileges  would  tend  to  make  the  street  railways  more 
monopolistic  in  character.  The  act  was  passed  over  the 
Governor's  veto  by  a  vote  of  55  to  22  in  the  House,  and 
18  to  5  in  the  Senate.'  The  use  of  corruption  and  bribery 


*  See  Chicago  Tribune  files  for  month  of  Jan.,  1865. 

■  House  and  Senate  Journals,  1865,  for  House  Bill  No.  66.  Henry 
Demarest  Lloyd  in  "The  Chicago  Traction  Question"  is  mistaken  in 
saying  that  the  act  was  shortly  afterwards  repealed. 


Digitized  by 


Google 


317]  Chicago  Traction  5 

in  securing  the  passage  of  this  act  was  openly  charged 
against  the  companies.  A  protest  against  this  act,  de- 
manding that  the  law  be  submitted  to  the  people,  was 
signed  by  9,000  citizens.*  Many  public  meetings  were 
held  which  denounced  the  bill.*  A  committee®  of  promi- 
nent citizens  went  to  Spring^eld  to  protest  against  the 
bill.  The  Chicago  Board  of  Trade  passed  a  resolution 
saying  that  the  bill  sacrificed  *'not  only  the  rights  of  the 
present,  but  of  our  children,  and  our  children's  children."'' 
It  would  seem  that  for  many  years  after  the  passage  of 
the  act,  it  was  quite  generally  thought  to  extend  all  the 
privil^es  of  the  companies  for  ninety-nine  years ;  for  in 
his  message  to  the  city  council  on  August  6,  1883, 
Mayor  Carter  Harrison,  Sr.,  said:  "No  one  can  be  more 
impressed  with  the  enormity  of  the  injustice  attempted  to 
be  perpetrated  upon  this  city  by  the  General  Assembly 
of  the  State  by  the  act  of  1865.  I  have  always  entered 
upon  the  discussion  of  that  act  with  all  my  prejudices 
arrayed  against  it.  But  I  am  forced  to  yield  to  the 
opinion  of  lawyers  far  abler  than  myself  that  the  act  of 
1865  ^s  valid."  The  fact  that  9,000  citizens  signed  a 
protest  against  this  measure  on  the  assumption  that  it 
extended  the  franchise  rights  of  the  companies  for  this 
long  period,  that  the  newspapers  based  their  attack  against 
the  measure  upon  similar  grounds,  that  Governor  Ogles- 
by  vetoed  the  bill  firm  in  the  belief  "that  the  only  fair 
construction  of  this  act"  was  the  extension  of  the  priv- 
ileges for  ninety-nine  years,  and,  that  Mayor  Harrison's 
message  in  1883  did  not  presume  to  deny  the  extension 

*This  petition  was  presented  in  the  House  by  Representative 
George  Strong,  but  was  laid  upon  the  table. 

•  The  two  largest  meetings  were  at  the  Metropolitan  Hall  on  Jan- 
uary 24,  and  at  Bryan  Hall,  on  January  28. 

•  Mr.  Wirt  Dexter  acted  as  chairman  of  this  committee. 

•  Lloyd,  "Chicago  Traction  Question",  p.  12. 
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of  the  privileges  of  the  companies  by  this  act,  seem  to 
demonstrate, — regardless  of  the  purpose  of  those  who 
secured  the  passage  of  this  act, — ^that  the  popular  impres- 
sion at  the  time  of  its  passage  and  afterwards,  was  that 
the  lives  of  the  North  Chicago  City  Railway  Company, 
and  the  Chicago  West  Division  Railway  Company,  and 
the  Chicago  City  Railway  Company,  together  with  all 
the  franchise  privileges  of  these  companies,  had  been  ex- 
tended for  ninety-nine  years  from  the  date  of  their  or- 
ganization. 
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CHAPTER  III. 

CITY  SEEKS  TO  PREVENT  FUTURE  LONG  TERM  FRANCHISES. 

The  violent  public  protest  against  the  "Ninety-Nine 
Year  Act,"  and  the  general  animosity  to  long  term  grants 
aroused  by  the  passage  of  that  act,  were  largely  re- 
sponsible for  forcing  the  State  to  adopt  the  principle  of 
local  control  concerning  street  railways.  In  the  new 
constitution,  adopted  by  the  State  of  Illinois  in  1870,  the 
power  of  granting  franchises  without  the  consent  of  local 
authorities  was  withdrawn  from  the  legislature.  The 
constitution  provides,^  "no  law  shall  be  passed  by  any 
general  assembly  granting  the  right  to  construct  and 
operate  a  street  railway  in  any  town,  city,  or  village,  with- 
out requiring  the  consent  of  the  local  authorities  having 
control  of  the  street  or  highway  proposed  to  be  occupied 
by  such  a  street  railroad".  In  1874  the  legislature 
passed  the  "House  and  Dummy  Act"  which  limited  the 
length  for  which  franchises  could  be  granted  by  any  city 
council  to  any  street  railway,  to  twenty  years, — thus 
making  short  term  grants  a  permanent  feature  of  State 
policy.  On  April  23,  1875,  the  city  of  Chicago  was  incor- 
porated by  a  new  charter,  under  the  "City  and  Village 
Act",  which  act  provided  that  cities  becoming  chartered 
under  it  were  forbidden  to  grant  street  railway  fran- 
chises for  a  longer  period  than  twenty  years.  Thus  it 
would  seem  that  the  city  became  thrice-fortified  against 
the  possibility  of  any  long  term  franchises  being  given 
to  the  companies,  in  the  future.  Later  events,  however, 
show  that  the  companies  were  not  to  be  so  easily  dis- 
couraged in  their  efforts  to  secure  such  grants. 

*  Section  22. 
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CHAPTER  IV. 

THE   EXTENSION   OF   LICENSE   ORDINANCES   IN    1 883. 

The  early  ordinances  had  contained  no  requirements 
from  the  companies  in  the  way  of  compensation  to  the 
city,  aside  from  provisions  concerning  the  maintenance 
of  tracks,  grading,  pavement,  etc.  On  March  i8,  1878, 
the  council  had  passed  an  ordinance  requiring  the  com- 
panies to  pay  $50  per  annum  on  each  car  owned.  No 
money  was  ever  collected  under  this  ordinance,  as  the 
companies  contested  the  right  of  the  city  to  levy  this  tax, 
and  while  the  litigation  was  still  pending,  the  blanket 
ordinances  of  1883  were  passed. 

The  original  grants  given  to  the  companies  for  a  period 
of  twenty-five  years  were  about  to  expire  in  1883  and 
1884,  and  shortly  preceding  the  expiration  of  these 
grants,  a  question  arose  as  to  the  effect  of  the  Ninety- 
Nine  Year  Act  upon  the  original  grants,  as  well  as  the 
question  of  the  power  of  the  city  to  levy  the  car  tax.^ 

The  questions  in  dispute  at  that  time,  as  outlined  by 
Mayor  Harrison,  in  his  message  of  August  6,  1883, 
were  :^ 

I.  "The  validity  of  the  act  of  the  general  assembly 
of  the  State,  known  as  the  Ninety-Nine  Year  Act,  ex- 
tending the  rights  of  the  street  railways  to  operate  their 
roads  within  the  city. 

^Allerton  vs,  Chicago,  6  Fed.  Rep.  555  (decided  in  1889).  Judge 
Drummond,  of  the  U.  S.  Circuit  Court,  sustained  the  ordinance 
imposing  an  annual  $50  car  license  fee,  as  a  valid  exercise  of  the 
police  power  of  the  city,  under  a  provision  in  the  charter  of  the  city, 
whereby  it  was  authorized  to  "license  hackmen,  omnibus  drivers, 
cabmen,  and  all  others  pursuing  like  occupations,  and  to  prescribe 
their  compensation". 

'Transcript  of  Record,  Blair  vs.  Chicago,  p.  276. 
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2.  The  right  and  power  of  the  city  to  purchase  cer- 
tain railway  tracks,  together  with  other  property. 

3.  The  right  of  the  city  to  impose  and  collect  a  license 
fee  of  $50  on  each  car  run  by  said  companies,  within  the 
city." 

The  Ninety-Nine  Year  Act  was  referred  by  the  Com- 
mittee pn  Railroads  of  the  city  council  to  the  corpora- 
tion counsel,  who  in  an  exhaustive  opinion  stated  his 
belief  in  the  rights  of  the  companies  imder  the  Ninety- 
Nine  Year  Act.*  In  view  of  this  opinion  and  other  cir- 
cumstances, the  city  was  desirous  of  postponing  any  liti- 
gation concerning  the  validity  of  this  act,  for  as  Mayor 
Harrison  in  his  message  to  the  council,  of  August  6, 
1883,  said,* 

"Hampered  as  are  the  Courts  at  the  present  time,  by 
decisions  which  they  consider  binding  upon  them,  I  fear 
that  were  the  matter  to  be  taken  before  them  now,  the 
city  would  stand  a  poor  show  of  a  favorable  decision. 
Perhaps  by  twenty  years  from  now,  the  Courts  may  be 
so  free  that  the  city  will  be  able  to  get  a  hearing,  which 
today  would  be  denied  it.  With  these  views,  I  am  anx- 
ious to  stave  off  a  determination  of  the  validity  of  the 
act  of  1865.  This  present  (the  Extension)  Ordinance 
leaves  the  whole  matter  in  abeyance  for  twenty  years,  and 
is  therefore  favorable  to  the  city." 

The  extension  ordinances  were  adopted  on  July  30, 
1883,  and  were  a  compromise  measure  between  the  city 
and  the  companies,  providing: — 

(i)  That  the  companies  should  pay  $25  per  annum 
per  car,  for  the  five  years  since  1878,  when  the  original 
car  license  ordinance  had  been  passed. 

(2)  That  the  companies  were  to  pay  a  $50  tax  on 
each  car  owned  by  them.     The  number  of  cars  owned 


•  Council  Proceedings,  1883-4,  P*  77- 

*  Council  Proceedings,  1883-4,  August  6,  1883. 
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was  to  be  arrived  at  by  a  unique  method — ^viz:  the 
average  number  of  car  trips  made  daily,  as  certified  to  by 
an  officer  of  each  company,  was  to  be  divided  by  13,  on 
the  supposition  that  each  car  made  that  many  trips  daily. 
The  number  of  cars  operated,  as  determined  by  this 
method  of  computation,  was  to  be  the  basis  of  the  tax. 

(3)  All  ordinances  then  in  force  were  extended  for 
twenty  years  from  the  date  of  the  passage  of  the  exten- 
sion ordinances,  making  1903  the  date  of  the  expiration 
of  the  franchise  privileges. 

Later  events  have  justified  the  course  adopted  at  this 
time  by  the  city.  Mayor  Harrison  undoubtedly  wrought 
better  than  he  knew,  in  refusing  to  be  led  into  any  litiga- 
tion concerning  the  Ninety-Nine  Year  Act.  The  city 
was  in  need  of  money,  being  unable  to  complete  the  erec- 
tion of  the  city  hall,  because  of  lack  of  funds,  and  there- 
fore would  have  been  financially  unable  to  fight  the  case 
properly  in  the  courts.  Had  the  act  been  tested  at  that 
time,  it  is  possible  that  the  decision  might  have  been 
favorable  to  the  city,  but  it  is  not  unlikely  that  the  trend 
of  judicial  decisions  for  the  last  generation,  in  favor  of 
the  public  as  opposed  to  corporations,  had  an  effect  in  the, 
final  decision  of  the  case. 

After  the  passage  of  the  extension  ordinances,  numer- 
ous street  privileges  were  given  to  the  companies  which 
were  in  existence  at  the  time  of  the  passage  of  those  or- 
dinances, as  well  as  to  the  companies  which  were  formed 
later.  Most  of  these  franchises  were  made  to  expire  with 
the  extension  ordinances  in  1903,  although  some  were 
given  for  a  period  of  twenty  years  from  the  date  when 
granted.  Under  these  franchises  many  lines  were  built 
up  in  the  outlying  portions  of  the  city,  the  extension  of 
street  railways  keeping  pace  with  the  growth  in  popu- 
lation. 
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PART  II. 

ATTEMPTS  OF  THE  COMPANIES  TO  SECURE 
LONG  TERM  FRANCHISES. 

CHAPTER  V. 

THE  CRAWFORD  BILL. 

The  years  between  1895  ^"^  '9^^  witnessed  a  con- 
tinued contest  between  the  companies  and  the  city, — 
the  object  of  the  companies  being  to  gain  possession  of 
the  streets  for  a  long  term  period.  Indeed  it  finally 
looked  as  though  the  companies  had  at  last  secured  the 
mastery  of  the  situation,  and  were  about  to  obtain  their 
desire.  But  the  entire  citizenship,  acting  with  a  remark- 
able singleness  of  purpose,  succeeded  in  securing  the  re- 
peal of  the  legislation  so  carefully  constructed  by  the 
companies,  administered  a  most  himiiliating  reprimand  to 
the  representatives  of  the  people  who  had  acted  for  the 
companies,  and  forever  fixed  the  principle  of  short  term 
street  railway  franchises  for  the  city  of  Chicago. 

From  the  manifestations  of  public  feeling  in  the  past, 
it  would  seem  that  the  companies  should  have  realized  the 
hoplessness  of  endeavoring  to  secure  long  term  grants. 
Their  privileges,  tmder  the  extension  ordinances,  were 
to  expire  in  1903,  and  before  the  expiration  of  these 
privil^es  they  wished  to  make  themselves  sure  of  a  long 
term  grant  for  the  future.  Their  constant  cry  for  long 
term  franchises  was  based  upon  the  grounds  that  without 
such  a  grant  it  would  be  impossible  to  secure  the  neces- 
sary capital  for  the  proper  improvement  of  the  service. 
Although  claiming  the  extension  of  their  privileges  by  the 
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Ninety-Nine  Year  Act,  the  companies  did  not  wish  to 
rest  their  claims  upon  this  act  alone,  but  desired  to  sup- 
port their  claims  under  this  act,  by  securing  further 
long-grant  legislation. 

The  first  step  toward  securing  this  result,  was  the  in- 
troduction of  the  Crawford  Bill  in  the  Senate,  on  Feb- 
ruary 6,  1895.^  The  purpose  of  this  bill  was  to  give  to 
city  councils  the  right  to  grant  street  railway  fran- 
chises for  ninety-nine  years  instead  of  twenty  years. 
This  bill  passed  both  the  Senate  and  the  House,  but  was 
vetoed  by  Governor  Altgeld,  who  closed  his  veto  mes- 
sage with  these  words, 

"I  love  Chicago  and  am  not  willing  to  help  forge  a 
chain  which  would  bind  her  hand  and  foot  for  all  time 
to  the  wheels  of  monopoly  and  leave  her  no  chance  to 
escape." 

*  Introduced  by  Charles  H.  Crawford,  Senator  from  the  Third 
Senatorial  District,  Cook  County.  Senate  Bill  No.  138.  See  Senate 
and  House  Journals,  1895. 
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CHAPTER  VI. 


THE   HUMPHREY   BILLS. 


In  view  of  the  public  feeling  aroused  in  Chicago  by 
the  attempted  passage  of  the  Crawford  Bill,  the  com- 
panies seem  to  have  temporarily  despaired  of  securing 
long  term  grants  from  the  local  authorities,  and  in  1897 
a  clever  attempt  was  made  to  deprive  the  city  of  the 
power  of  granting  street  privileges.  This  privilege  was 
embodied  in  the  Humphrey  bills,  introduced  into  the 
Senate  by  John  Humphrey,  on  February  17.* 

Of  these  bills.  No.  148  provided  for  the  establishment 
of  a  State  Commission,  consisting  of  three  persons,  ap- 
pointed by  the  Governor,  each  commissioner  to  serve  for 
four  years.  Every  elevated  or  street  railway  company 
in  the  State  was  to  make  a  sworn  annual  statement  to 
this  commission,  on  the  first  day  of  November.  This 
report  was  to  give  the  amount  of  capital  stock,  amount 
of  bonded  debt,  value  of  the  road-bed,  rolling  stock,  and 
stations,  length  of  tracks,  amount  of  receipts,  gross  earn- 
ings, net  income,  operating  expenses,  dividends  paid, 
amounts  expended  in  repairs,  improvements  and  all  other 
expenses,  the  rate  of  fare,  and  operating  arrangements 
with  other  roads.  The  commission  was  also  to  have 
power  to  regulate  the  time  of  running  cars,  to  require 
suitable  and  comfortable  cars,  to  provide  for  the  heating 
of  cars,  to  regulate  the  carrying  of  parcels,  and  to  fix  the 
maximum  rate  of  fare — but  where  the  fare  was  fixed  in 
any  existing  ordinance  it  could  not  be  changed  before  the 
expiration  of  that  ordinance.     Consent  must  also  be  ob- 

*  Senator  from  the  Seventh  Senatorial  District. 
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tained  from  the  commission  before  aiiy  company  could 
obtain  a  new  ordinance,  and  in  the  future,  all  ordinances 
were  to  be  granted  to  the  commission,  and  to  be  sold  by 
the  commission  to  the  highest  bidder.  Power  was  given 
to  the  commission  to  prosecute  any  violation  of  this  law. 

Senate  Bill  No.  258  provided  that  all  existing  street 
railway  franchises  be  extended  for  fifty  years,  dating 
from  the  first  Tuesday  in  December  of  1897,  the  fare  in 
each  case  to  be  five  cents  for  the  entire  period.  Carriage 
of  parcels  and  United  States  mail  was  authorized.  No 
company  was  to  be  permitted  to  construct  a  street  rail- 
way without  securing  the  consent  of  local  authorities,  as 
required  by  law,  and  the  city  council  was  given  power 
to  grant  street  privileges  "for  any  period  not  to  exceed 
fifty  years,  upon  such  terms  and  conditions  as  the  author- 
ities shall  deem  for  the  best  interests  of  the  public."  In 
return  for  all  these  privileges  the  companies  were  to 
make  the  following  payments  to  the  city: 

In  counties  having  a  population  of 

1.  Less  than  100,000 i  per  cent,  gross  receipts 

2.  Less  than  200,000 2  per  cent,  gross  receipts 

3.  200,000  or  more 3  per  cent,  gross  receipts 

and  at  the  end  of  fifteen  years  the  rate  was  to  increase 
to  5  per  cent.,  and  at  the  end  of  twenty  years  to  7  per 
cent.,  remaining  at  7  per  cent,  until  fifty  years  from  the 
date  of  the  act. 

The  companies  put  up  a  vigorous  campaign  in  favor 
of  these  bills,  publishing  broadcast  statements  purporting 
to  show  that  better  service  was  secured  for  less  money 
in  Chicago  than  in  any  other  large  city,  and  that  the 
companies  in  every  other  large  city  possessed  more  fav- 
orable rights  and  longer  franchises  than  did  the  com- 
panies of  Chicago.  The  companies,  in  their  official  cir- 
culars, also  asserted  that  the  compensation  provided  for 
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the  city  was  much  larger  than  that  given  in  any  other 
city  for  similar  privileges.  However,  these  bills  met  with 
g^eat  public  hostility,  one  of  the  main  arguments  against 
them  being  the  creation  of  a  State  commission  to  act  in 
purely  local  affairs.  The  fact  that  the  members  of  this 
commission  were  to  be  appointed  by  the  Governor  every 
four  years,  thus  permitting  politics  to  enter  into  the  per- 
sonnel of  the  commission,  no  doubt  was  an.  influential 
factor  in  defeating  the  bills,  although  the  provision  per- 
mitting fifty  year  grants  was  probably  the  one  which 
received  the  most  vigorous  condemnation.  The  Chicago 
newspapers  were  nearly  unanimous  in  their  denunciation 
of  the  bills,  the  Civic  Federation  entered  into  an  active 
campaign  against  them,  and  the  Federation  of  Labor 
unhesitatingly  denounced  them.  The  bills  were  passed 
by  the  Senate  on  April  i6th  by  a  vote  of  29  to  16.  Upon 
the  passage  of  the  bills  in  the  Senate,  public  opposition 
became  more  determined.  Public  mass  meetings  were 
held,  denouncing  the  Senators  who  had  voted  for  the 
bills.  ^  When  reported  for  a  second  reading  in  the  House, 
on  May  12th,  the  bills  met  defeat  by  a  vote  of  121  to  29.^ 

'  The  two  largest  meetings  were  held  at  Central  Music  Hall,  April 
18,  at  the  call  of  the  Committee  of  One  Hundred;  and  the  Battery 
D  meeting,  April  20,  at  the  call  of  the  Qtizens'  Association. 

*  House  and  Senate  Journals,  1897.    Senate  bills  148  and  258. 
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CHAPTER  VII. 


THE  ALLEN  LAW. 


Following  the  defeat  of  the  Humphrey  bills,  the  com- 
panies awoke  to  a  realization  of  the  fact  that  it  would  be 
impossible  for  them  to  secure  an  extension  of  their  rights 
in  any  other  way  than  through  the  city  itself. 

In  view  of  the  strong  "home  rule"  sentiment  which  had 
manifested  itself  during  the  campaign  for  the  Humphrey 
bills,  the  companies  decided  upon  the  scheme  of  pre- 
tending to  vest  the  city  council  with  practically  un- 
limited powers  in  street  railway  legislation  and  control. 
In  accordance  with  this  plan.  House  Bill  No.  714  was 
introduced  into  the  House  by  Mr.  G.  A.  Allen  on  May 
26th.  The  bill,  which  became  known  as  the  Allen  law, 
provided  that  the  local  authorities  might  give  street  privi- 
leges to  street  railway  companies  for  any  period  not  ex- 
ceeding fifty  years,  but  all  grants  were  to  be  conditional 
upon  the  consent  of  more  than  one-half  of  the  owners 
of  lands  fronting  the  parts  of  streets  to  be  used,  al- 
though this  signature  once  given  could  not  be  revoked. 
Five  cents  was  to  be  the  regular  rate  of  fare,  which 
could  not  be  changed  during  the  life  of  any  existing  ordi- 
nance of  franchise,  and  in  case  of  the  extension  of  any 
existing  ordinance,  the  rate  was  to  be  five  cents  for  the 
first  twenty  years.  For  new  privileges  granted,  the 
council  was  to  fix  the  fare,  which  could  not  exceed  five 
cents,  but  which,  when  once  fixed,  was  not  to  be  changed 
for  twenty  years.  Carriage  of  mail  was  authorized,  and 
consolidation  of  companies  was  permitted,  except  of 
parallel  and  competing  lines.       On  May  28th  the  bill 
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passed  the  House  by  a  vote  of  85  to  60,  and  was  at  once 
sent  to  the  Senate.  Here  many  amendments  were  added 
and  the  bill  was  rushed  through  on  the  last  day,  June  4th, 
by  a  vote  of  31  to  18.  It  was  immediately  reported  to 
the  House,  where  it  passed  by  a  vote  of  83  to  70.* 

Immediately  upon  the  passage  of  the  act,  Senators 
Walter  Warden  and  Sidney  McCloud  filed  a  protest 
against  the  action  of  the  Senate  upon  the  grounds  that  the 
bill  had  been  advanced  to  a  second  reading,  when  it  had 
been  read  by  title  only  upon  the  first  reading,  and  that 
the  bill  had  not  been  read  at  large  on  three  different  days 
as  required  by  the  constitution  of  the  State  of  Illinois.^ 

As  will  be  readily  noted,  the  Allen  law  contained  many 
provisions  favorable  to  the  companies  then  occupying 
the  streets,  and  had  the  companies  been  able  to  secure 
street  privileges  for  fifty  years  from  the  city  council, 
under  the  provisions  of  this  law,  their  position  for  the 
future  would  have  been  greatly  strengthened. 

On  June  21,  1897,  twelve  days  after  the  approval  of  the 
Allen  law  by  Governor  Tanner,  John  M.  Harlan  offered 
a  resolution  in  the  council  providing  for  the  creation  of 
a  special  committee  of  five,  who  should  investigate  and 
obtain  full  and  accurate  information  on  the  traction  situa- 
tion, and  report  the  existing  status  of  affairs  to  the  city 
council. 

The  preamble  of  the  resolution  stated  that  the  com- 
panies had  recently  secured  the  enactment  of  the  Allen 
law,  and  would  probably  soon  apply  for  a  renewal  of 
their  privileges,  according  to  the  provisions  of  that  law ; 
"that  it  was  essential  to  the  interests  of  the  people  of 
Chicago  that  the  mayor  and  city  council  shall  be  fully 
informed  and  advised  as  to  all  facts  bearing  upon  the 

*  Only  absolutely  complete  vote  during  the  session. 
'  Senate  Journal,  1897,  P-  ii03- 
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mutual  relations  of  the  city  and  corporations  using  the 
public  streets  for  surface  railway  transportation,  in  order 
that  they,  the  mayor  and  city  council,  may  be  able,  when 
called  upon,  to  determine,  with  justice  to  the  people  of 
Chicago  and  to  said  companies,  upon  what  terms  and  by 
what  persons,  the  public  streets  shall  continue  to  be  used 
for  street  railway  purposes."  The  preamble  further  said 
that  the  people  and  corporate  authorities  of  Chicago, 
while  intending  to  do  full  justice  to  the  companies  "are 
resolved  that  any  grant  for  the  further  use  of  the  streets 
for  railway  purposes  shall  be  made  upon  terms  that  shall 
fully  recognize  and  protect  the  interests  of  the  people 
as  well  as  of  the  companies". 

The  resolution  directed  the  committee  "to  investigate 
and  obtain  as  full  and  accurate  information  as  possible 
and  report  to  the  council  the  material  facts"  upon  all 
important  points  of  interest  and  importance  regarding 
capitalization,  earnings,  dividends,  franchise,  and  ser- 
vice. The  resolution  was  passed  on  October  13,  1897, 
and  the  committee*  began  work  at  once,  filing  its 
report  on  March  28,  1898.  The  report  was  an  exhaus- 
tive one,  covering  in  detail  the  points  outlined  by  the  reso- 
lution ;  the  information  contained  therein  being  necessary 
for  an  intelligent  understanding  on  the  part  of  the  coun- 
cil, as  to  the  conditions  then  existing. 

Meanwhile,  from  all  parts  of  the  State  was  coming  im- 
qualified  disapproval  of  the  Allen  Law.  Citizens  of  all 
parties  regarded  it  as  a  clever  scheme  of  the  companies, 
by  which  they  hoped  to  secure  a  perpetuation  of  their 
valuable  franchise  rights.  The  law  was  bitterly  de- 
nounced in  mass  meetings  and  in  the  newspapers  as  one 

•Consisting  of  John  M.  Harlan,  William  Jackson,  Adolphus  T. 
Maltby,  and  William  Maypole,  with  Mayor  Harrison  as  chairman 
eX'Officio,  and  George  T.  Hooker,  secretary. 


Digitized  by 


Google 


331  ]  Chicago  Traction  19 

which  had  been  framed  and  railroaded  through  the  Legis- 
lature, in  absolute  contempt  of  public  wishes,  in  order  to 
enable  the  street  railway  companies  to  secure  control  of 
the  streets  for  fifty  years.  That  it  was  the  most  unpopu- 
lar measure  ever  passed  in  Illinois  is  unquestionable. 

An  indication  of  the  public  indignation  caused  by  the 
passage  of  this  act,  is  found  in  the  fate  of  the  legislators 
who  voted  for  the  act.  Cook  Coimty,  in  which  Chicago 
is  situated,  g^ve  42  votes  for  the  Allen  law,  of  which 
3  were  Senators  whose  term  held  over.  Of  the  other 
39,  27  of  whom  were  Republicans  and  12  Democrats,  the 
Republicans  re-nominated  7  and  the  Democrats  5.* 

The  Cook  County  Republican  Convention,  on  June  8, 
1898,  adopted  this  resolution:*^  "The  repeatedly  chang- 
ing conditions  in  our  city  render  impossible  the  fixing  of 
fair  compensation  for  the  granting  of  valuable  public 
franchises  to  street  railway  or  other  private  corpora- 
tions for  as  long  a  term  as  fifty  years.  We,  therefore, 
declare  it  to  be  the  sense  of  this  convention,  that  the  so- 
called  Allen  law  is  in  opposition  to  the  interests  of  the 
people  and  should  be  promptly  repealed."  The  Cook 
County  Democratic  Convention,  during  the  same  summer, 
said,  "We  declare  for  the  prompt  and  unconditional  re- 
peal of  this  pernicious  law,  and  demand  that,  pending 
such  repeal,  the  city  council  of  Chicago  pass  no  ordi- 
nance in  furtherance  thereof." 

However,  the  most  conclusive  proof  of  the  public  wrath 
aroused  by  the  passage  of  this  bill  is  found  in  the  com- 
position of  the  next  legislature,  which  met  in  1899.  Of 
the  31  Senators  who  voted  in  favor  of  the  Allen  law, 
the  term  of  15  expired,  and  of  these  15,  but  three  were 

*  Post,  Jvoie  S,  iSgS, 

'  Times  Herald,  June  9,  1898.  This  resolution  was  adopted  by  a 
vote  of  87s  to  246. 
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returned  to  the  next  session.*  Of  the  85  members  of  the 
House  who  voted  for  the  bill  in  its  first  form,  but  21 
were  returned."^ 

Unfrightened  by  this  public  condemnation  of  the  fifty 
year-grant  policy,  and  apparently  depending  upon  their 
ability  to  jam  their  legislation  through  the  council,  the 
companies  made  application  to  the  council  for  an  ordi- 
nance under  the  terms  of  the  Allen  law,  on  December 
5,  1898,  about  one  month  after  the  landslide  against  the 
Allen  law  candidates. 

This  ordinance  was  introduced  by  Wm.  H.  Lyman,* 
and  was  accompanied  by  a  letter  from  the  president  of  the 
roads,  urging  its  adoption.  This  ordinance  provided 
that  every  grant  given  prior  to  July  i,  1897,  ^"^  in  force 
on  that  date,  be  extended  for  fifty  years.  The  rate  of 
fare  was  to  be  five  cents  for  the  first  twenty  years.  As 
compensation  to  the  city  there  was  provided  a  graduated 
rate  of  gross  earnings  per  mile  of  single  track,  although 
there  was  no  provision  as  to  how  the  city  should  ascer- 
tain the  gross  earnings,  aside  from  the  requirement  that 
each  company  should  file  an  annual  statement  showing 
the  mileage  and  gross  earnings.  On  January  14,  1899,^ 
a  majority  report  of  the  Committee  on  City  Hall,  to 
whom  the  ordinance  had  been  referred,  recommended 
that  no  legislation  be  enacted  at  that  time.  However,  a 
minority  report*^  recommended  the  passage  of  the  Kimball 
ordinance.  The  proposed  Kimball  ordinance  provided 
for  the  extension  of  all  street  railway  ordinances  then  in 


•  Chapman,  Humphrey,  and  Hunt. 

^  Anderson,  Allen,  Branen,  Brown,  Bryant,  Busse,  Carmady,  Cav- 
anaugh,  Craig,  Farrel,  Fuller,  Grade,  Johnston,  McDonogh,  Weavey, 
Olsen,  Perry,  Rhodes,  Sherman,  Sullivan,  Shieman. 

■  Of  the  Twenty-third  Ward. 

•  Council  Proceedings,  January  14,  1899. 

"  Signed  by  Wm,  C.  L.  Zieler  and  Wm.  Mangier.  Norton,  p.  162, 
"Chicago  Traction." 
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force  until  December  31,  1946,  and  that  the  rate  of  fare 
should  be  five  cents  for  the  first  twenty  years,  but  that 
the  companies  should  sell  six  tickets  for  twenty-five  cents, 
good  only  for  certain  hours  of  the  day.  The  companies 
were  to  be  required  to  pave  the  entire  roadway  of  the 
streets  occupied  by  them,  and  to  pay  the  city  a  graduated 
rate  of  gross  receipts  for  the  various  periods  of  franchise 
— ranging  from  3  to  5  per  cent.  The  city  was  to  have 
the  right  to  purchase  the  entire  equipment,  at  an  appraised 
value,  upon  the  expiration  of  the  franchise.  Intense  hos- 
tility was  manifested  against  the  passage  of  such  or- 
dinances, the  agitation  being  led  by  Mayor  Harrison  and 
the  local  press.  The  ordinances  were  bitterly  opposed 
and  unscathingly  denounced  by  the  Tribune,  Record, 
News,  and  the  Times  Herald,  and  supported  by  the  Inter- 
Ocean**  (considered  as  Mr.  Yerkes's  official  organ). 
While  these  ordinances  were  still  pending,  on  January  23, 
the  council  adopted  a  resolution  saying,  "Resolved,  That 
it  is  the  sense  of  the  city  council  of  the  city  of  Chicago, 
representing  the  people  of  said  city,  who  seem  to  be  well 
enough  nigh  of  one  opinion  on  this  question — 

I.  That  the  Allen  law  should  be  repealed  at  the  ear- 
liest possible  opportunity." 

On  March  7,  1899,  the  Allen  law  was  repealed  by  a 
practically  unanimous  vote  of  the  legislature,  and  the 
power  of  the  council  to  g^ant  franchises  was  again 
limited  to  twenty  years.  On  March  13,  the  ordinances 
which  were  pending  before  the  council  were,  by  resolu- 
tion, placed  on  file.  The  bitter  denunciation  of  the  Allen 
law  in  all  parts  of  the  State,  the  rebuke  administered  to 

"The  Inter-Ocean  openly  charged  the  other  newspapers  with  an 
attempt  to  blackmail  the  companies  and  to  secure  tribute  in  support 
of  the  ordinances,  and  proclaimed  that  the  other  newspapers  had 
promised  Mayor  Harrison  support  for  re-election  as  Mayor,  and 
later  as  Governor,  in  return  for  his  efforts  to  defeat  the  ordinances. 
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the  legislators,  —  regardless  of  their  partisan  connec- 
tions— who  were  responsible  for  the  law,  and  the  prac- 
tically unanimous  repeal  of  the  law,  at  the  next  session 
of  the  legislature,  is  a  most  striking  example  of  the 
power  of  public  sentiment,  when  once  aroused,  in  shaping 
and  controlling  legislative  action. 

All  hopes  of  the  companies,  for  securing  a  long  term 
franchise,  either  from  the  city  or  the  State,  were  now  at 
an  end.  It  was  evident  that  at  the  expiration  of  their 
franchises  in  1903,  the  companies  would  either  be  com- 
pelled to  enter  into  new  negotiations  with  the  city,  accept- 
ing a  franchise  for  twenty  years,  upon  such  conditions  as 
might  be  outlined  by  the  city  council, — or  to  place  their 
sole  reliance  upon  the  Ninety-Nine  Year  act,  the  validity 
of  which  had  not  yet  been  tested,  and  upon  which  alone 
they  had  never  previously  rested  their  claims. 
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THE  MOVEMENT  FOR  MUNICIPAL  OWNER- 
SHIP. 

CHAPTER  VIII. 

THE    MOVEMENT    FOR    MUNICIPAL   OWNERSHIP    AND   THE 
PASSAGE  OF  THE  MUELLER  BILL. 

The  failure  of  the  city  council  to  exercise  the  power 
given  it  by  the  Allen  law,  the  repeal  of  that  law  by  the 
legislature,  and  the  general  public  hostility  to  the  com- 
panies on  account  of  the  poor  service  rendered,  convinced 
the  companies  of  the  futility  of  endeavoring  to  secure 
further  grants  by  the  use  of  their  former  methods.  The 
public  feeling  that  no  new  franchise  or  renewals  should 
be  granted  without  adequate  guarantees  of  good  service 
and  proper  compensation  to  the  city,  and  that  in  order  to 
make  such  arrangements  the  public  was  entitled  to  know 
something  concerning  the  financial  operations  of  the 
companies— this  feeling  had  been  rapidly  growing. 

The  companies  had  refused  access  to  their  books  to  the 
Harlan  Committee,  but  perceiving  the  drift  of  public 
sentiment,  and  realizing  that  the  public  could  no  longer 
be  ignored  in  the  formulation  of  their  plans,  the  six  lead- 
ing companies*  agreed  to  open  their  books  to  a  committee 
of  the  Civic  Federation  and  under  the  direction  of  this 
committee^  the  books  were  carefully  investigated  by  Ed- 

*  Chicago  City  Railway  Company,  North  Chicago  City  Railway 
Company,  North  Chicago  Street  Railroad  Company,  Chicago  Pas- 
senger Railway  Company,  Chicago  West  Division  Railway  Company, 
West  Chicago  Street  Railroad  Company. 

*The  officers  of  this  committee  were  La  Verne  W.  Noyes,  presi- 
dent; John  W.  Ela,  vice-president;  W.  H.  Brown,  secretary;  Isaac 
N.  Perry,  treasurer. 
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mund  F.  Bard,  an  expert  accountant.  The  examination 
ended  January  i,  1898,  but  was  brought  down  to  July  i, 
1901,  by  Dr.  Milo  R.  Maltbie.*  The  report  was  a  com- 
prehensive exposition  of  the  financial  manipulations  of 
the  companies,  and  pointed  out  that  if  the  water  were 
squeezed  out,  the  companies  could  pay  20  per  cent,  of 
their  gross  income  to  the  city,  put  aside  4  per  cent,  for  a 
depreciation  fund,  and  still  declare  6  per  cent  dividends. 
Or,  according  to  the  conclusion  of  the  committee,  fares 
could  be  lowered  to  4  cents,  6  per  cent,  dividends  paid, 
and  4  per  cent,  depreciation  set  aside.*  The  widespread 
publication  of  this  report  convinced  the  public,  in  view  of 
the  profits  of  the  companies,  that  they  could  well  afford 
to  pay  the  city  a  generous  compensation  for  their  fran- 
chise rights,  as  well  as  to  provide  a  more  efficient  service. 
The  extension  ordinances  of  1883  were  to  expire  on 
July  30,  1903,  and  in  anticipation  of  their  expiration, 
public  interest  concerning  the  traction  situation  had  be- 
gun to  manifest  itself  even  prior  to  the  publication  of  the 
Civic  Federation  Report.  These  ordinances  had  in  no 
wise  extended  the  rights  of  the  companies  under  the 
Ninety-Nine  Year  Act,  but  had  merely  postponed  the  de- 
cision for  twenty  years ;  and  since  their  adoption,  the  at- 
titude of  the  city  and  its  officials,  as  well  as  that  of  the 
local  press,  had  been  one  of  constant  opposition  to  the 
validity  of  the  claims  of  the  companies,  under  this  act. 
The  claims  of  the  companies  were  that  this  act  had  ex- 
tended all  their  rights  and  privileges  for  a  period  of 
ninety-nine  years,  but  several  newspapers  commenced  an 
agitation  maintaining  that  by  accepting  the  extension 

•The  facts  for  the  last  three  and  one-half  years  were  gathered 
from  the  financial  papers,  principally  the  Economist  However,  few 
changes  had  been  made  since  January  i,  1898,  and  they  did  not  mate- 
rially affect  the  figures  given  by  Mr.  Bard. 

*  See  page  48  of  the  Civic  Federation  Report 
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ordinances,  the  companies  had  practically  acknowledged 
that  they  had  no  further  right  to  the  use  of  the  streets, 
and  that  with  the  expiration  of  these  ordinances,  the 
privileges  in  all  streets  granted  therein,  would  expire. 
The  Harlan  Committee  had  reported  that,*  "the  validity 
of  the  attempted  extension  of  the  street  railway  franchises 
and  ordinance  rights  by  the  act  of  February  6,  1865,  had 
never  been  adjudicated  and  is,  and  always  had  been,  dis- 
puted by  the  city.  That  the  claims  of  such  ninety-nine 
years  extension  is  one  which  cannot  be  substantiated,  and 
could  be  effectually  contested  by  the  city,  in  the  courts, 
were  the  issue  to  be  taken  there". 

During  this  period,  the  cry  for  an  improved  service  was 
the  dominant  one,  for  the  street  railway  service  of  the 
city  had  been  utterly  inadequate  for  many  years.  The 
belief  that,  regardless  of  the  advisability  of  actual  muni- 
cipal ownership,  the  city  should  be  given  the  legal  power 
to  own  and  operate  the  street  railways  at  the  expiration 
of  the  extension  ordinances,  in  order  to  be  on  a  proper 
footing  to  secure  a  recognition  of  its  just  rights  in  ne- 
gotiations with  the  companies,  had  been  rapidly  gaining 
ground.  Following  the  Harlan  report,  the  council,  in 
December,  1899,  adopted  a  resolution  creating  a  com- 
mission to  investigate  the  feasability  of  the  municipal 
ownership  of  the  street  railways  of  the  city,  the  con- 
ditions for  renewal  of  the  existing,  or  granting  new  fran- 
chises, and  to  report  such  measures  or  ordinances  as  they 
might  deem  advisable,  the  preamble  of  this  resolution 
reading,  "Whereas,  the  contractual  relations  at  present 
existing  between  the  companies  operating  the  street  car 
systems  in  Chicago,  and  the  municipality  of  Chicago  will 
shortly  expire".*    This  commission,  in  its  report,  stated 

•  P.  37,  Harlan  Report 

•Transcript,  Blair  vs,  Chicago,  Vol.  i,  p.  21. 
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the  advisability  of  securing  enabling  legislation  giving  to 
the  city  the  power  to  own  and  operate  street  railways, 
and  Mayor  Harrison  in  his  annual  message,  in  December, 
1899,  stated  that  a  proposition  for  municipal  ownership 
of  the  lines  at  the  expiration  of  any  new  grant  was  one 
of  the  points,  the  consideration  of  which  he  deemed  im- 
portant, in  connection  with  extension  of  franchises  to  the 
street  railway  companies. 

On  January  15,  1900,  the  council  instructed  the  newly 
created  street  railway  commission  to  report  "what  street 
car  lines,  ii  any,  may  be  acquired  by  the  city  of  Chi- 
cago, by  virtue  of  the  provisions  of  the  ordinances  un- 
der which  the  various  street  railways  are  operating". '' 
On  December  17,  1900,  this  commission  made  its  report 
to  the  city  council,  in  which  it  said  that,  "even  if  under 
the  act  of  1865  ^^e  companies  should  possess  the  right 
to  keep  tracks  in  certain  streets  until  1958,  it  is  very 
questionable  if  it  confers  the  right  to  operate  by  any 
other  than  animal  power",  and  also  pointed  out  that  the 
companies  had  never  actually  exercised  rights  under  the 
authority  of  the  act  of  1865,  and  that  act  alone,  but 
that  their  claims  under  the  Ninety-Nine  Year  Act  had 
always  hitherto  been  supported  by  grants  from  local 
authorities,  and  advising  that  "whenever  the  companies 
claiming  rights  under  the  act  of  1865  ^^^  granted  new 
privileges  by  the  city  council,  they  should  be  required, 
as  a  condition  of  such  grants,  to  renounce  any  rights 
they  may  claim  by  virtue  of  this  act  of  1865".®  The 
commission  also  reported  the  form  of  a  bill  it  had 
framed  regelating  various  matters  connected  with  street 
railways,  and  providing  for  optional  municipal  owner- 
ship.    Following  this  advice  from  its  commission,  the 

^Transcript,  Blair  vs.  Chicago,  Vol.  i,  p.  22. 
•  Transcript  of  Record,  Blair  vs.  Chicago,  p.  23. 
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council,  on  January  14,  1901,  approved  the  draft  of  this 
reported  bill,  and  directed  the  commission  to  take  such 
steps  as  it  might  deem  wise  to  promote  the  passage  of 
such  a  bill  by  the  legislature.  Such  a  bill  was  submitted 
to  the  legislature,  but  never  came  to  a  vote. 

On  May  20,  1901,  the  council  passed  an  ordinance 
creating  a  special  committee  of  the  city  council,  to  be 
known  as  the  Committee  on  Local  Transportation,  among 
whose  duties  it  should  be  to  "consider  and  devise  plans 
for  meeting  the  situation  that  shall  arise  when  the  street 
railway  ordinances  shall  have  expired  in  1903."  On 
December  16,  1901,  this  committee  reported  to  the  coun- 
cil the  outline  of  terms  which  should  be  embodied  in 
any  ordinance  given  to  the  companies,  and  further  said : 
"The  immediate  municipalization  of  the  street  railways 
of  Chicago,  as  a  practical  proposition,  most  persons  will 
readily  admit,  is  out  of  the  question.  The  wisdom  of 
such  municipalization  in  the  future  is  an  open  question. 
.  .  .  While  we  do  not  wish  to  commit  the  city  defi- 
nitely to  the  policy  of  future  municipalization,  neither  do 
we  wish  to  preclude  the  practical  possibility  of  such  ac- 
tion, if  the  people  of  the  future  shall  desire  such  a  policy. 
It  is  indeed  unfortunate  that  the  last  general  assembly 
of  the  State  did  not  enact  the  necessary  enabling  legis- 
lation to  give  the  city  coimcil  full  power  to  provide  for 
future  municipalization."® 

During  this  period  the  advocates  of  municipal  owner- 
ship were  very  active,  promoting  a  constant  agitation 
throughout  the  city  in  favor  of  municipal  ownership 
as  the  only  effective  method  of  securing  an  efficient  street 
railway  service.  The  number  of  adherents  to  this  theory 
had  been  growing  with  wonderful  rapidity  during  these 

•  See  report  of  Special  Committee  on  Local  Transportation  to  the 
City  Council  of  Chicago,  December  16,  1901.    Section  i. 
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years.  Many  citizens  who  at  first  looked  askance  at  the 
idea  of  municipal  ownership  and  operation  had  come  to 
believe  that  so  long  as  the  city  was  without  the  legal 
power  to  own  and  operate  its  street  car  lines,  that  the 
companies,  being  already  in  the  streets,  could  not  be 
forced  to  regard  any  requirement  which  the  city  might 
place  upon  them.  The  deplorable  conditions  of  poor 
equipment,  small  cars,  double  fares,  congestion  of  cars, 
and  overcrowding,  which  then  existed,  served  to  give  an 
impetus  to  this  municipal  ownership  spirit,  already  gen- 
erated. The  belief  that  only  by  giving  the  city  the  legal 
power  to  own  the  roads  could  the  companies  be  forced 
to  render  a  good  service,  was  unintentionally,  but  never- 
theless surely,  nurtured  and  developed  into  full  grown 
faith  in  municipal  ownership  and  operation  by  the  abom- 
inable service  continually  furnished  to  patrons. 

The  utter  inadequacy  of  transportation  facilities  offered 
to  the  public  had  caused  some  of  the  Chicago  papers  to 
raise  a  cry  that  "immediate  settlement"  ordinances 
should  be  given  to  the  companies,  urging  that  if  further 
grants  were  given  the  service  would  be  immediately  im- 
proved. But  in  a  message  sent  to  the  council  on  January 
6,  1902,*^  Mayor  Harrison  said:  "For  my  part,  I  regard 
myself  as  under  a  pledge  to  the  people  to  do  all  in  my 
official  and  individual  power  to  bring  about  the  possi- 
bility of  municipal  ownership.  The  question  with  me, 
then,  is:  Do  the  people  desire  municipal  ownership?" 
He  also  pointed  out  that  at  that  time  the  city  did  not 
possess  the  legal  right  to  own  and  operate  its  railways, 
and  that  enabling  legislation  from  the  legislature  would 
be  necessary  before  any  action  could  be  taken  in  the 
direction  of  municipal  ownership.       He  recommended 


*•  Council  Proceedings,  January  6,  1902,  p.  1689. 
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that  any  further  ordinance  granting  privileges  to  the 
companies  should  be  submitted  to  the  people. 

Accordingly,  in  the  aldermanic  election  in  April  of 
1902,  through  the  efforts  of  the  Referendum  League, 
the  abstract  question  of  municipal  ownership  was  put  to 
a  popular  vote  in  this  form,  under  the  "Public  Policy 
Act.""  I.  Are  you  in  favor  of  municipal  ownership 
of  street  railways?  The  result  was:  Yeas,  142,826; 
nays,  27,  998. 

Following  this  preponderant  vote  favoring  the  prin- 
ciple of  municipal  ownership,  the  city  council  authorized 
the  mayor  to  appoint  a  special  committee  of  five  alder- 
men and  five  citizens,  "to  take  steps  to  present  the  neces- 
sary bills  to  the  legislature,  and  to  do  everything  possible 
to  carry  out  the  will  of  the  people,  so  decisively  expressed 
at  the  recent  election".  In  December,  1902,  this  com- 
mittee submitted  the  draft  of  several  bills  providing  for 
the  necessary  enabling  legislation,  and  on  January  21 
a  bill  giving  to  Illinois  cities  the  power  to  acquire,  own, 
and  operate  street  railways,  was  introduced  into  the 
Senate.  ^^ 

During  January  and  February  of  1903,  while  this  bill 
was  pending  before  the  legislature,  the  representatives 
of  the  companies  met  with  the  Local  Transportation 
Committee,  and  an  open  discussion  of  the  situation  oc- 
curred. In  closing  the  conference  the  committee  said: 
"It  is  the  sense  of  the  committee  that  the  grant  (re- 
ferring to  any  new  franchise)  be  for  a  period  of  twenty 
years,  and  that  the  city  shall  have  the  right  to  take  over 
the  property  after  ten  years,  making  allowance  for  the 

"On  May  11,  1901,  the  legislature  of  Illinois  passtd  the  "Public 
Policy  Act",  which  provided  that  sentiment  upon  any  question  of 
public  policy  might  be  tested  upon  petition  of  25  per  cent,  of  the 
voters  of  the  city,  presented  sixty  days  before  election. 

"■  By  Senator  Carl  Mueller. 
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value  of  the  unexpired  part  of  said  grants,  as  well  as  for 
the  then  value  of  the  tangible  properties.  The  com- 
mittee will  consider,  at  this  time,  the  value  of  all  unex- 
pired franchises,  including  the  value  of  the  unexpired 
portion  of  the  Ninety-Nine  Year  Act — ^if  any — in  con- 
nection with  the  question  of  compensation.  In  line  with 
the  foregoing  the  city  council  will  proceed  with  its  en- 
deavors to  secure  enabling  legislation,  permitting  mu- 
nicipal ownership". 

On  May  18,  1903,  the  legislature  passed  the  bill,  giv- 
ing the  cities  the  power  to  own  and  operate  street  rail- 
ways, which  has  since  become  known  as  the  Mueller  law. 
The  chief  provisions  of  the  Mueller  law  are : 
(i)  Power  is  given  to  any  city  in  the  State  to  own, 
construct,  acquire,  purchase,  maintain  and  operate  street 
railways  within  its  corporate  limits,  and  to  lease  the  same 
for  any  period  not  exceeding  twenty  years,  upon  such 
terms  as  the  city  council  may  designate. 

(2)  Although  it  may  own  its  street  railways,  no  city 
may  operate  them  until  the  proposal  to  do  so  shall  have 
been  approved  by  a  three-fifths  vote  of  the  electors. 

(3)  In  making  any  grant  or  lease  to  a  private  com- 
pany, the  city  can  reserve  the  power  to  take  over  all  or 
part  of  the  street  railways  at  or  before  the  expiration  of 
such  grant,  upon  such  terms  as  may  be  provided  in  the 
grant.  Provision  is  also  made  that  the  city  may  give  the 
grant  to  another  company  upon  the  terms  that  the  city 
might  have  taken  over  the  lines. 

(4)  City  councils  are  given  the  right  to  give  a  grant 
for  the  construction  and  operation  of  a  street  railway  in 
any  of  the  streets  of  the  city,  without  the  consent  of  the 
owners  of  the  land  abutting  the  streets  covered  by  such  a 
grant. 

(5)  No  ordinance  authorizing  a  grant  for  a  longer 
period  than  five  years,  nor  any  ordinance  renewing  any 
lease,  shall  go  into  effect  until  after  sixty  days  from  the 
date  of  its  passage  by  the  council.  During  that  period, 
ten  per  cent,  of  the  voters  may  demand  a  referendum,  at 
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which  a  majority  vote  is  necessary  to  render  the  ordin- 
ance effective. 

(6)  For  acquiring  street  railways,  either  by  purchase 
or  construction,  any  city  may  borrow  money,  issuing 
its  negotiable  bonds  therefor.  But  no  such  bonds  shall 
be  issued  unless  the  proposition  to  do  so  is  approved  by 
a  two-thirds  vote  of  the  electors,  nor  in  an  amount  in 
excess  of  the  cost  to  the  city  of  the  property  for  which 
such  bonds  are  issued,  and  ten  per  cent,  of  such  cost  in 
addition  thereto. 

(7)  In  the  exercise  of  any  of  the  powers  granted  in 
this  act,  any  city  is  given  the  power  to  acquire,  take, 
and  hold  all  necessary  property,  either  by  purchase  or 
condemnation  proceedings. 

(8)  In  lieu  of  issuing  bonds  pledging  the  credit  of  the 
city,  any  city  may  issue  interest-bearing  "street  railway 
certificates,"  which  shall,  in  no  case,  become  an  obligation 
of  the  city,  or  payable  out  of  any  general  fund,  but  shall 
be  payable  solely  out  of  a  specified  portion  of  the  income 
derived  from  the  street  railway  property,  for  the  acqui- 
sition of  which  they  were  issued.  Such  certificates  can 
be  issued  to  an  amount  ten  per  cent,  in  advance  of  the 
cost  of  the  street  railway  properties. 

(9)  No  ordinance  providing  for  the  issuance  of  such 
certificates  shall  be  effective,  until  it  is  submitted  to  a 
popular  vote,  and  is  approved  by  a  majority  of  the 
electors. 

(10)  This  act  is  not  in  force  in  any  city  until  the 
question  of  its  adoption  in  such  city  is  first  submitted 
to  the  electors  of  that  city,  and  approved  by  a  majority 
vote. 

In  October  of  1903,  the  council  passed  an  ordinance 
providing  for  the  submission  of  this  act  to  a  popular  vote 
at  the  election  of  April  5,  1904,  to  determine  whether  it 
would  become  operative  in  Chicago.  At  that  election  the 
act  was  approved  by  a  vote  of  153,223  against  30,279. 
Together  with  the  adoption  of  the  Mueller  bill,  the  two 
following  propositions  were  adopted,  as  indicated : 
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(i)  "Shall  the  city  council,  upon  the  adoption  of  the 
Mueller  law,  proceed  without  delay  to  acquire  the  owner- 
ship of  street  railways  under  the  powers  conferred  by 
the  Mueller  law?"     For — 121,957.       Against — 50,807. 

(2)  Shall  the  city  council,  instead  of  granting  any 
franchise,  proceed  at  once,  under  the  city's  police  power, 
and  other  existing  laws,  to  license  street  railway  com- 
panies, until  municipal  ownership  can  be  secured,  and 
compel  them  to  give  satisfactory  service?.  For — 120,- 
863.     Against — ^48,200. 
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CHAPTER  IX. 

TENTATIVE  ORDINANCE  REJECTED. 

The  Union  Traction  Company  hacf  commenced  bank- 
ruptcy proceedings  on  April  22,  1903,  and  the  unset- 
tled condition  of  its  affairs  placed  the  city  at  a  great 
disadvantage  in  endeavoring  to  secure  an  improved  ser- 
vice, upon  the  North  and  West  sides.  However,  ne- 
gotiations were  taken  up  immediately  with  the  controll- 
ing South  Side  company,  the  Chicago  City  Railway. 
On  August  24,  1904,  the  Committee  on  Local  Transpor- 
tation reported  to  the  council  an  ordinance  to  that  com- 
pany, which  became  known  as  the  "tentative  ordinance''. 
It  was  to  run  for  twenty  years.  It  recognized  the  va- 
lidity of  the  claims  of  the  companies  under  the  Ninety- 
Nine  Year  Act,  but  commuted  them  and  all  other  out- 
standing grants  to  the  single  period  of  thirteen  years. 
A  complete  reconstruction  of  the  system  was  provided 
for.  At  the  expiration  of  the  thirteen  year  period,  and 
at  the  end  of  each  year  thereafter,  during  the  life  of  the 
ordinance,  the  city  was  given  the  right  to  purchase  for 
itself,  or  for  any  licensee  named  by  it,  the  property  of  the 
company.  However,  at  this  time,  the  sentiment  for 
immediate  municipal  ownership  as  opposed  to  the  giving 
of  a  twenty  year  grant  was  very  strong.  In  the  spring 
of  1905,  Edward  F.  Dunne  was  nominated  by  the  Demo- 
cratic party  as  its  candidate  for  mayor  upon  an  "im- 
mediate ownership"  platform.  The  plan  advanced  by 
Mr.  Dunne  and  his  followers  was  that  the  city  should 
at  once  open  negotiations  with  the  companies  for  the 
purchase  of  their  properties  and  their  unexpired  fran- 
chise rights;  but  that  in  case  the  city  and  companies 
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should  fail  to  reach  an  agreement,  the  city  should  pro- 
ceed immediately  either  to  secure  the  ownership  of  the 
street  railways  by  condemnation  proceedings,  as  pro- 
vided for  in  the  Mueller  law,  or  to  establish  new  lines  in 
place  of  those  in  operation.  The  Republican  party  nom- 
inated as  its  candidate  Mr.  John  M.  Harlan,  upon  a  plat- 
form favoring  a  settlement  along  the  lines  suggested  in 
the  tentative  ordinance. 

Mr.  Dunne  was  elected  mayor.  At  this  election  these 
questions  were  submitted  with  the  following  result : 

(i)  Shall  the  city  council  pass  the  ordinance  re- 
ported to  it  by  the  Local  Transportation  Committee,  on 
August  24,  1904,  granting  a  franchise  to  the  Chicago 
City  Railway  Company  ? 

Yeas — 64,381.     Nays — 150,785. 

(2)  Shall  the  city  council  pass  any  ordinance  grant- 
ing a  franchise  to  the  Chicago  City  Railway  Company? 

Yeas — 60,020.     Nays — 1 5 1 ,974. 

(3)  Shall  the  city  council  pass  any  ordinance  grant- 
ing a  franchise  to  any  street  railway  company? 

Yeas— 59,01 3.     Naysr— 1 52,135. 

The  remarkable  fact  about  this  election  was  that  in 
every  ward  in  the  city  there  was  a  large  majority  against 
these  propositions.  The  people  had  manifested  them- 
selves as  being  opposed  to  the  granting  of  any  further 
franchise  to  any  street  railway  company,  and  as  being 
in  favor  of  securing  immediate  municipal  ownership. 

On  July  5,  1905,  Mayor  Dunne  submitted  to  the  coun- 
cil two  plans  for  procuring  municipal  ownership.  One 
plan  proposed  an  ordinance  for  the  issuance  of  "street 
railway  certificates"  with  which  to  purchase  the  lines, 
and  for  municipal  operation.  The  other  plan,  known  as 
the  "contract"  plan,  provided  for  a  body  of  trustees  who 
should  construct  a  street  railway  system,  holding  and 
operating  the  same  until  the  city  should  be  able  to  take 
over  the  system,  and  operate  it. 
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The  fact  that  the  Ninety-Nine  Year  Act  had  not  yet 
been  decided  by  the  courts,  placed  the  city  at  a  great 
disadvantage  in  its  dealings  with  the  companies.  Dur- 
ing the  following  year  the  companies  continued  their 
negotiations  with  the  Committee  on  Local  Transporta- 
tion, endeavoring  to  secure  further  franchises,  but  on 
January  18,  1906,  the  council  passed  an  ordinance  pro- 
viding for  the  issuance  of  $75,000,000  in  street  railway 
certificates,  according  to  the  provision  of  the  Mueller  law, 
with  which  to  equip  the  street  railway  properties. 
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CHAPTER  X. 

DECISION   OF  THE  NINETY-NINE  YEAR  ACT. 

Following  the  series  of  failures  on  the  part  of  the  com- 
panies to  secure,  either  from  the  legislature  or  the  city 
council,  effective  long  term  grants  with  which  to  back  up 
and  fortify  their  claims  under  the  Ninety-Nine  Year 
Act,  they  based  their  sole  reliance  for  long  term  privi- 
leges upon  their  alleged  rights  under  this  act. 

The  various  steps  taken  by  the  council  looking  towards 
renewal  of  franchises  in  the  years  immediately  pre- 
ceding 1903  had  ignored  the  rights  claimed  by  the  com- 
panies under  this  act,  and  the  attitude  of  the  city  officials 
had  been  one  of  opposition  to  any  recognition  of  its 
validity. 

As  the  result  of  the  various  acts  on  the  part  of  the  city 
and  the  city  officials,  based  upon  the  assumption  that 
many  of  the  street  privileges  of  the  companies  would 
expire  in  1903,  the  validity  of  the  act  was  taken  into  the 
courts  by  the  receivers  of  the  Chicago  Union  Traction 
Company,  and  its  underlying  lines,  the  North  Chicago 
Street  Railroad  Company,  and  the  West  Chicago  Street 
Railroad  Company.  These  receivers  had  been  appointed 
by  the  Guaranty  Trust  Company  of  New  York,  which 
held  judgments  of  $318,690.66  against  the  Chicago 
Union  Traction  Company,  $656,052.66  against  the  North 
Chicago  Street  Railroad  Company,  and  $270,440  against 
the  West  Chicago  Street  Railroad  Company.  No  prop- 
erty being  found  with  which  to  satisfy  these  judgments, 
receivers  had  been  appointed  for  the  properties  of  all 
three  companies. 

86  848 
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On  July  18,  1903,  the  receivers  for  these  companies 
filed  two  bills  in  the  Circuit  Court  of  the  United  States 
for  the  Northern  District  of  Illinois,  one  against  the 
City  of  Chicago,  the  Chicago  West  Division  Railway 
Company,  the  Union  Traction  Company,  and  the  West 
Chicago  Street  Railroad  Company,  the  other  against  the 
City  of  Chicago,  the  Chicago  Union  Traction  Company, 
and  the  North  Chicago  City  Railway  Company. 

The  first  bill  stated,  that  under  the  order  of  the  Court, 
as  receivers,  the  complainants  were  in  possession  of  a 
system  of  street  railways  in  the  West  division  of  the 
city,  that  the  property  included  all  the  rights,  privileges, 
and  franchises  originally  granted  to  the  Chicago  West 
Division  Railway  Company,  by  the  State  of  Illinois, 
which  rights  had,  by  lease  and  purchase,  become  the 
property  of  the  Union  Traction  Company.  That  said 
receivers  had  been  directed  by  the  Court  to  make  certain 
expenditures,^  for  which  it  was  necessary  to  issue  re- 
ceiver's certificates,  which  they  found  impossible  to  do  on 
account  of  the  many  hostile  acts  of  the  city  of  Chicago, 
its  council  and  its  mayor,  in  declaring  that  many  of  their 
franchises  were  about  to  expire  in  1903 — which  acts  con- 
stituted an  impairment  of  the  contract  rights  and  fran- 
chise secured  to  the  companies,  as  granted  by  the  legis- 
lature of  Illinois  on  February  4,  1859,  and  as  extended 
for  a  period  of  ninety-nine  years,  on  February  5,  1865. 

The  second  bill  stated  that  the  receivers  were  in  charge 
of  one  hundred  miles  of  street  railroad  and  franchises 
belonging  thereto,  in  the  north  division  of  the  city,  in- 
cluding a  franchise  originally  granted  to  the  North 
Chicago  City  Railway  Company,  but  which  were  now  the 
property  of  the  Union  Traction  Company. 

The  bills  maintained  that  all  street  privileges  granted 

*Five  hundred  and  eighty  thousand  dollars. 
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to  the  North  Chicago  City  Railway  Company  and  to 
the  West  Division  Railway  Company,  prior  to  1865, 
were,  by  virtue  of  the  act  of  1865,  extended  for  a  period 
of  ninety-nine  years,  and  therefore  requested  that  the 
Court  should  decree  the  Chicago  West  Division  Railway 
Company  and  the  North  Chicago  City  Railway  Company 
to  be  vested  by  the  State  of  Illinois  with  the  franchises 
and  right  to  own,  maintain  and  operate  their  street  car 
lines  upon  all  streets  given  prior  to  the  passage  of  the 
act  of  1865,  for  a  period  of  ninety-nine  years  from  the 
date  of  the  incorporation  of  said  companies,  and  there- 
after, until  the  city  should  purchase  the  lines  upon  their 
then  appraised  value,  according  to  the  terms  of  the  or- 
dinance contract. 

The  answer  filed  by  the  city  contended  that  the  act 
of  1865  was  unconstitutional,  that  as  construed  by  the 
companies  it  was  void,  that  said  act  did  not  extend  the 
duration  of  the  franchises  beyond  the  time  fixed  in  the 
various  ordinances  given  to  the  companies  by  the  city; 
that  the  time  for  operation  of  certain  of  the  lines  exist- 
ing under  ordinances  passed  prior  to  July  30,  1883,  ex- 
pired on  July  30,  1903,  by  reason  of  the  time  fixed  in  the 
extension  ordinance,  and  by  reason  of  the  limitation 
placed  upon  the  city  by  the  City  and  Village  law,  which 
forbade  franchises  being  given  for  any  period  exceeding 
twenty  years.  Certain  other  minor  points  were  brought 
out  during  the  litigation,  both  by  the  city  and  the  com- 
panies, but  these  are  the  grounds  upon  which  the  con- 
tention as  to  the  extension  of  franchise  rights  was  made. 

The  case  having  been  tried,  the  Circuit  Court  held  that 
the  legislative  acts  of  1859,  1861,  and  1865  constituted 
a  grant  to  the  companies  to  use  the  streets  of  the  city, 
to  be  designated  by  the  council;  and  that  the  act  of 
1865  extended  the  franchise  of  the  companies  for  ninety- 
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nine  years,  the  extended  life  of  the  corporation ;  but  that 
these  acts  constituted  a  grant  by  the  legislature  of  only 
such  streets  as  were  authorized  to  be  used  or  occupied  by 
the  city  before  it  elected  to  be  governed  under  the  City 
and  Village  law;  and  that  after  May  3,  1875,  the  date 
when  the  city  was  incorporated  under  said  City  and 
Village  law,  all  street  privileges  given  to  the  companies 
were  regulated  by  the  city  ordinances  affecting  the  same. 

However,  the  case  was  carried  to  the  United  States 
Supreme  Court,  where  the  decree  was  reversed.^  The 
opinion  of  the  Court,  delivered  by  Judge  Day,  which 
was  announced  on  March  12,  1906,  and  filed  on  April  2, 
1906,  stated  that  the  Act  of  February  6,  1865,  amending 
the  Act  of  February  14,  1859,  had  the  effect  of  extending 
the  corporate  lives  of  the  North  Chicago  City  Railway 
Company,  the  Chicago  City  Railway  Company,  and  the 
Chicago  West  Division  Railway  Company  for  a  term  of 
ninety-nine  years.  It  affirmed  the  contracts  with  the 
city  prescribing  rights  and  privileges  in  the  streets  of 
Chicago,  in  all  respects  as  theretofore  made.  It  recog- 
nized and  continued  in  force  the  right  of  the  city  and 
companies  to  make  contracts  for  the  use  of  the  streets 
upon  such  terms  and  conditions  as  might  be  agreed  upon 
between  the  council  and  the  companies;  but  held  that 
the  ambiguous  phrase  "during  the  life  thereof*  in  the 
act  of  1865  did  not  operate  to  extend  the  existing  fran- 
chises for  ninety-nine  years,  nor  limit  the  right  of  the  city 
to  make  future  contracts  with  the  companies,  covering 
shorter  periods. 

The  Court  also  held  that  the  North  Chicago  City  Rail- 
way Company  had  no  right  to  the  use  of  the  streets  until 
purchase  by  the  city;  inasmuch  as  the  ordinances  grant- 
ing it  rights,  of  May  23,  1859  expressly  provided  "for 

'McKenna,  Brewer,  and  Brown  dissenting. 


Digitized  by 


Google 


40  American  Economic  Association  [352 

twenty-five  years  and  no  longer."  However,  the  right 
of  the  Chicago  West  Division  Railway  Company  to  oc- 
cupy the  streets  until  purchase  by  the  city  was  affirmed, 
inasmuch  as  the  grant  given  on  the  same  date,  to  the 
Chicago  City  Railway  Company,  from  which  the  Chicago 
West  Division  Railway  Company  secured  its  rights,  was 
for  twenty-five  years  and  until  purchase  by  the  city. 
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CHAPTER  XL 


THE  WERNO  LETTER. 


The  decision  on  the  Ninety-Nine  Year  Act  placed  the 
city  in  a  much  more  advantageous  position  to  deal  with 
the  companies.  The  last  vestige  of  claim  to  long  term 
grants  was  banished.  The  only  rights  of  the  companies 
which  the  city  was  now  compelled  to  recognize  were  ( i ) 
the  right  to  operate  upon  certain  streets  until  purchase  by 
the  city,  (2)  the  right  to  operate  on  a  few  streets,  the 
franchises  for  which  had  been  granted  since  1883,  and 
had  not  yet  expired,  and  (3)  the  right  to  operate  the  re- 
mainder of  the  system  at  the  sufferance  of  the  city,  sub- 
ject to  its  orders  to  cease  operation  at  any  time,  without 
any  obligation  on  the  part  of  the  city  to  purchase  their 
tangible  property. 

In  accordance  with  the  provision  of  the  city  council 
of  January  18,  the  proposition  as  to  whether  or  not 
the  city  should  issue  $75,000,000  of  railway  certificates 
was  submitted  to  a  vote  at  the  April  election  in  1906. 
The  result  indicated  that  a  majority  of  the  voters  be- 
lieved that  if  the  city  was  to  proceed  to  municipal  owner- 
ship, the  issuance  of  certificates  was  an  absolute  necessity. 

The  propositions  voted  upon  at  this  election  and  the 
results  were : 

(i)  Shall  the  $75,000,000  street  railway  certificate 
ordinance  be  approved  ? 

Yeas — 1 10,225.     Nays — 106,859. 

(2)  Shall  the  city  of  Chicago  proceed  to  operate 
street  railways? 

Yeas — 121,916.     Nays — 110,323. 
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(3)  Shall  the  council  proceed  to  secure  municipal 
ownership  under  the  Mueller  law,  instead  of  granting 
pending  franchise  ordinances,  or  any  other  ordinances 
granting  franchises  to  private  companies? 

Yeas — 1 1 1 ,955.     Nays — 108,087. 

Both  the  first  and  third  propositions  carried,  but  the 
operation  proposal  was  defeated,  inasmuch  as  the  Mueller 
law  required  a  three-fifths  vote  for  municipal  operation. 

A  majority  of  the  votes  had  now  been  unmistakably 
cast  for  municipal  ownership  on  several  occasions;  the 
city  was  authorized  to  issue  $75,000,000  of  railway  cer- 
tificates with  which  to  acquire  the  lines,  but  it  lacked  the 
right  to  operate.  The  Committee  on  Local  Transporta- 
tion therefore  requested  Mayor  Dunne  to  outline  the 
plans  upon  which  he  would  suggest  that  any  settlement 
with  the  companies  be  made,  and  on  April  12,  1906, 
Mayor  Dunne  sent  to  Alderman  Charles  Wemo,  chair- 
man of  the  committee,  a  letter  embodying  what  he  con- 
sidered should  be  the  salient  features,  of  any  plan  of  settle- 
ment. He  pointed  out  that  the  work  of  this  committee 
divided  itself  into  two  parts : 

"First— The  accomplishment  of  municipal  ownership 
of  the  street  railway  system,  and 

Second — The  improvement  of  our  street  railway  ser- 
vice while  municipal  ownership  is  being  established." 

In  making  plans  for  the  immediate  improvement  of  the 
service,  he  said  "the  controlling  consideration  must  be 
that  nothing  shall  be  done  which  will  impair  the  right  of 
the  city  to  acquire  the  street  railway  system  as  soon  as  it 
has  established  its  financial  ability  to  do  so.  The  first 
practical  step  to  be  taken,  appears  to  me,  to  be  to  request 
the  existing  companies  at  once  to  indicate  to  your  com- 
mittee whether  they  are  willing  to  enter  into  an  agree- 
ment to  sell  to  the  city  all  their  tangible  property  and 
unexpired  rights,  at  a  price  to  be  now  fixed,  and  to 
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undertake  the  improvements  of  their  service  immediately 
.  .  .  the  city  to  have  the  right  to  take  over  this 
property  at  any  time,  upon  reasonable  notice.  If  they 
will  join  in  the  reconstruction  of  their  entire  system,  upon 
plans  to  be  adopted  by  the  city  with  their  concurrence, 
which  shall  provide  for  unified  service,  through  routes, 
universal  transfers,  and  operation  under  revocable  license, 
then  they  should  be  adequately  assured  of  the  payment 
of  their  present  property  and  additional  investment,  when 
the  city  does  take  over  their  lines,  and  they  should  re- 
ceive a  fair  return  upon  this  present  and  future  invest- 
ment and  some  share  of  the  remaining  net  profits  while 
they  continue  to  operate.  Subject  to  these  provisions, 
the  profits  of  operation  should  go  to  the  city  as  a  sinking 
fund  for  the  purchase  of  the  property." 

The  committee  at  once  opened  negotiations  with  the 
companies  along  the  lines  outlined  by  Mayor  Dunne  in 
this  letter.  While  these  negotiations  were  in  progress, 
Judge  Windes  of  the  Circuit  Court,  on  September  15, 
rendered  a  decision  upholding  the  validity  of  the  Mueller 
law,  and  the  $75,000,000  railway  ordinances.  The  case 
was  immediately  appealed  to  the  Supreme  Court  of  Il- 
linois ;  the  general  public  opinion  being  that  the  decision 
of  the  lower  court  would  be  affirmed. 
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PART  IV. 

THE  PROBLEM  OF  1906-7. 

The  conditions  which  the  Committee  on  Local  Trans- 
portation was  called  upon  to  face,  in  drafting  new  or- 
dinances along  the  lines  suggested  in  the  Wemo  letter, 
were  most  complex  and  confusing.  There  was  a  decided 
difference  of  opinion  between  the  representatives  of  the 
companies  and  of  the  city  as  to  the  status  of  the  fran- 
chises under  which  the  companies  were  operating,  a 
variance  as  to  the  value  of  the  properties,  as  well  as  a 
divergence  of  public  opinion  as  to  the  plans  which  should 
be  adopted  by  the  city,  in  arriving  at  some  settlement 
with  the  companies.  In  order  that  the  reader  may  better 
understand  the  complexity  of  the  problem  at  that  time, 
we  have  endeavored  to  outline  the  conditions  which  con- 
fronted the  committee. 

CHAPTER  XII. 

THE  COMPANIES. 

The  companies  with  which  the  committee  must  ne- 
gotiate were  the  Chicago  Union  Traction  Company, 
controlling  the  traction  situation  on  the  North  and  West 
Sides,  and  the  Chicago  City  Railway  Company,  occupying 
a  similar  position  on  the  South  Side.  The  control  of  these 
companies  even  extended  into  the  outlying  districts; 
and  although  there  were  a  few  minor  suburban  com- 
panies in  operation,  these  two  were  the  only  ones  with 
which  the  public  generally  was  concerned  in  its  demands 
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for  an  improved  service.     A  brief  sketch  of  the  steps  in 
the  development  of  these  two  companies  follows : 

CHICAGO  UNION   TRACTION   COMPANY. 

The  first  company  operating  a  street  railway  upon 
the  North  Side  was  the  North  Chicago  City  Railway 
Company,  which  was  incorporated  in  1859,  with  a  capi- 
tal stock  of  $500,000.  This  company  rapidly  developed 
a  very  profitable  system,  and  by  1886  it  had  45  miles  of 
track  in  operation,  the  market  value  of  its  stock  being 
about  $500  per  share. 

On  May  24,  1886,  this  company  entered  into  an  agree- 
ment with  the  North  Chicago  Street  Railroad  Company, 
by  which  the  North  Chicago  City  Railway  Company 
conveyed  to  the  latter,  for  a  term  of  999  years,  all  its 
property  and  franchises,  in  return  for  which  the  North 
Chicago  Street  Railroad  Company  agreed  to  pay  the 
interest  on  all  bonds  and  mortgages  of  the  North  Chicago 
City  Railway  Company,  and  also  to  make  a  yearly  pay- 
ment of  30  per  cent,  on  its  capital  stock.  The  company 
immediately  began  operation  of  the  North  side  lines, 
and  by  1899  it  owned  property,  the  original  cost  of  which 
was  about  $7,000,000. 

In  1863  the  Chicago  West  Division  Railway  Company 
had  purchased  from  the  Chicago  City  Railway  Company 
all  the  West  side  lines  of  the  latter,  together  with  its 
franchise  privileges  in  the  West  division  of  the  city,  the 
consideration  being  generally  understood  to  be  about 
$200,000.  Following  this  purchase  the  West  Division 
Railway  Company  operated  and  developed  its  system, 
and  in  1887  was  operating  about  100  miles  of  track,  and 
had  a  total  of  outstanding  liabilities  of  $5,468,071.17. 

On  February  12,  1883,  the  Chicago  Passenger  Rail- 
way Company  was  incorporated  with  a  capital  stock  of 
$1,000,000,  and  by  1888,  this  Company  was  operating 
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about  30  miles  of  track  in  the  West  Division,  some  of  its 
lines  possessing  down-town  terminals. 

On  July  19,  1887,  the  West  Chicago  Street  Railroad 
Company  was  organized,  with  a  capital  stock  of  $10,- 
000,000,  for  the  purpose  of  securing  control  of  all  street 
car  lines  on  the  West  side.  On  October  20,  1887,  this 
newly  organized  company  secured  a  lease  covering  the 
properties  and  franchise  rights  of  the  Chicago  West 
Division  Railway  Company — ^the  new  company  agreeing 
to  pay  the  interest  on  the  bonds  and  mortgages  of  the 
West  Division  Company,  and  as  rentals,  a  sum  equal  to 
35  per  cent,  on  its  capital  stock. 

By  similar  leases  of  November  16,  1888,  and  March 
15,  1889,  the  West  Chicago  Street  Railroad  Company 
secured  control  of  the  Chicago  Passenger  Railway  Com- 
pany, guaranteeing  the  interest  on  its  bonds,  and  as 
rentals,  a  sum  equal  to  5  per  cent,  of  its  capital  stock. 
On  April  i,  1899,  the  new  company  also  secured  from 
the  West  Chicago  Street  Railroad  Tunnel  Company,  for 
999  years,  the  exclusive  use  of  the  Jackson  Street  Tunnel, 
yet  to  be  built.  Immediately  upon  securing  control  of 
its  lesser  companies,  the  West  Chicago  Street  Railroad 
Company  began  the  operation  and  extension  of  the  West 
side  system,  until  on  December  31,  1897,  the  cost  value 
of  its  property  was^  $16,317,139.34.  In  the  month  of 
February,  1899,  a  corporation,  known  as  the  Chicago 
Consolidated  Traction  Company,  with  a  capital  stock  of 
$15,000,000  acquired  by  purchase  the  properties  and 
rights  of  the  North  Chicago  Electric  Railway  Company, 
Chicago  Electric  Transit  Company,  North  Side  Electric 
Street  Railway  Company,  Chicago  and  Jefferson  Urban 
Transit  Company,  Cicero  and  Proviso  Street  Railway 
Company,  Ogden  Street  Railway  Company,  Evanston 

*  Civic  Federation  Report. 
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Electric  Railway  Company,  and  North  Shore  Street 
Railway  Company,  all  of  which  were  suburban  lines 
being  operated  on  the  North  and  West  Sides. 

On  May  24,  1899,  was  organized  the  Chicag^o  Union 
Traction  Company,  for  the  purpose  of  securing  control  of 
all  the  North  and  West  side  companies.  On  June  i, 
1899,  this  company  leased  all  the  property  and  franchises 
of  the  North  Chicago  Street  Railroad  Company,  and  the 
West  Chicago  Street  Railroad  Company,  thereby  becom- 
ing the  operating  company  for  these  two  companies. 
By  the  terms  of  the  lease,  the  Union  Traction  Company 
agreed  to  assume  all  obligations  of  the  lessor  companies, 
to  guarantee  their  bonds,  to  pay  all  sums  provided  for  in 
the  preceding  agreements  between  the  companies,  to  pay 
the  North  Chicago  Street  Railway  Company  a  sum  equal 
to  12  per  cent,  annual  dividend  upon  the  capital  stock  of 
that  company,  and  to  pay  the  West  Chicago  Street  Rail- 
road Company  a  sum  equal  to  6  per  cent,  a  year  upon  its 
capital  stock.  The  Union  Traction  Company  was  capi- 
talized at  $32,000,000,  of  which  $12,000,000  was  pre- 
ferred stock  and  $20,000,000  common. 

On  December  i,  1899,  the  Union  Traction  Company 
made  an  operating  agreement  with  the  Chicago  Consoli- 
dated Traction  Company  whereby  it  secured  control  of 
that  company.  Though  it  issued  no  bonds  of  its  own. 
the  bonds  of  the  North  and  West  Side  Companies,  and 
the  Consolidated  Company,  guaranteed  by  the  Union 
Traction  Company,  amounted  to  $32,527,000.  On  July 
I,  1900,  the  total  original  cost  of  the  assets  was 
$2,213,132,  while  its  liabilities  were  $34,233,165.  Owing 
to  the  swollen  condition  of  its  liabilities,  the  company 
was  able  to  pay  dividends  for  but  a  short  time,  and  in 
1903  began  bankruptcy  proceedings,  though  continuing 
to  operate  its  lines.    The  operations  of  this  company  in 
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overcapitalizing  its  properties  were  characteristic  of  the 
methods  employed  by  many  public  service  corporations 
operating  under  municipal  franchises.  However,  the 
public  was  most  interested,  not  in  the  financial  manipula- 
tions of  the  company,  but  in  securing  an  improvement  in 
its  service.  In  1906  the  company  was  operating  486.32 
miles  of  track  in  the  North  and  West  divisions  of  the 
City. 

THE  CHICAGO  CITY  RAILWAY  COMPANY. 

The  Chicago  City  Railway  Company  was  incorporated 
on  February  14,  1859,  with  the  power  to  construct  and 
operate  railways  in  the  South  and  West  Divisions  of  the 
city.  In  1863  this  company  sold  its  West  Side  lines  and 
franchises  to  the  Chicago  West  Division  Railway  Com- 
pany, but  continued  its  operations  on  the  South  Side, 
gradually  developing  the  system,  until  in  1906,  it  had 
extended  its  lines  in  a  complete  net  work  over  the  entire 
portion  of  the  city  south  of  the  south  branch  of  the 
river.  The  capital  stock  of  this  company  in  1906  was 
$18,000,000,  and  it  was  operating  218.95  niiles  of  track. 


Digitized  by 


Google 


CHAPTER  XIII. 

STATUS   OF   THE   FRANCHISES   UNDER   WHICH   THE   COM- 
PANIES WERE  OPERATING. 
FRANCHISES  EXPIRED. 

All  the  Street  privileges,  the  grants  for  which  were 
made  for  a  definite  number  of  years,  prior  to  the  adop- 
tion of  the  extension  ordinances  in  1883,  and  which  were 
included  therein,  had  expired. 

FRANCHISES  OPERATIVE  UNTIL  PURCHASE  BY  CITY. 

All  the  street  privileges  granted  to  the  Chicago  City 
Railway  Company  by  the  ordinance  of  May  23,  1859, 
were  operative  until  the  city  should  purchase  the  phys- 
ical property  constituting  the  lines  operating  under  said 
grants,  upon  six  months'  notice  and  appraisal ;  inasmuch 
as  this  ordinance  merely  ratifies  the  original  ordinance 
of  August  16,  1858,  which  granted  the  right  to  use  the 
streets  therein  named  for  twenty-five  years  and  until 
purchase  by  th^  city.  The  rights  to  the  streets  named 
in  this  ordinance  had  later  been  deeded  to  the  Chicago 
West  Division  Railway  Company,  and  were  now  con- 
trolled by  the  Union  Traction  Company. 

Following  the  passage  of  the  ordinances  of  1858  and 
1859,  and  prior  to  the  passage  of  the  extension  ordi- 
nances, the  council  had  passed  occasional  ordinances 
which  were  to  continue  in  force  until  the  lines  constructed 
under  these  grants  should  be  purchased  by  the  city. 

FRANCHISES  UNEXPIRED. 

Since  the  pasasge  of  the  extension  ordinances,  the 
council  had  granted  a  number  of  franchises  for  twenty 
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year  periods,  which  would  expire  at  various  times  between 
1907  and  1921. 

As  to  the  status  of  all  franchises  which  clearly  came 
under  one  of  the  above  three  heads  there  was  practical 
agreement  between  the  representatives  of  the  city  and  of 
the  companies.  However,  there  was  a  large  number  of 
franchises  concerning  which  there  was  considerable  dis- 
pute as  to  the  date  of  expiration. 

FRANCHISES  IN   CONTROVERSY. 

In  granting  extensions  of  certain  main  lines,  from  time 
to  time,  the  council  had  provided  in  the  ordinance  grant- 
ing the  extension,  that  the  company  to  which  the  fran- 
chise was  given  should  operate  for  a  single  fare  over 
both  the  main  line  and  the  extension.  The  companies, 
therefore,  claimed  that  the  city  had  extended,  by  opera- 
tion of  law,  the  franchise  upon  the  main  line  until  the 
expiration  of  the  franchises  upon  the  extensions. 

The  greatest  difference  between  the  claims  of  the  city 
and  the  companies  was  as  to  whether  the  franchises  upon 
particular  streets  had  expired  by  limitation,  or  whether 
such  franchises  authorized  the  companies  to  continue 
operation  on  these  streets  until  the  city  —  or  in  some 
cases,  its  licensee, — ^should  purchase  and  pay  for  the 
physical  property  upon  an  appraised  valuation.  This  con- 
tention arose  because  of  the  fact  that  since  the  passage  of 
the  extension  ordinances,  in  1883,  the  city  had  given 
franchises  to  the  companies,  for  extension  lines,  such 
grants  being  g^ven  for  a  definite  period,  generally  twenty 
years,  but  providing  in  the  ordinance  that  the  grantee 
company  should  connect  the  extension  lines  with  its 
already  existing  lines,  and  requiring  that  passengers  be 
carried  for  a  single  fare  over  the  entire  system  of  the 
company,  a  part  of  which  possessed  the  right  to  operate 
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until  purchase  by  the  city.  The  companies  claimed  that 
all  provisions  requiring  connection  of  extensions  with 
lines  operating  under  franchise  effective  until  city  pur- 
chase, operated  to  postpone  the  exercise  of  the  city's 
right  to  purchase  until  the  expiration  of  the  period  stated 
in  the  ordinance  covering  the  extension  line.  The  fol- 
lowing summary  shows  the  classification  of  franchises, 
according  to  the  claims  of  the  city,  and  of  the  companies.^ 
^  P.  19,  Report  of  Traction  Valuation  Commission. 

Classification  of  FkANCHisss. 

Chicago  City  Rail-  Chicago  Union  Trao- 

way  Company.  tion  Company. 

Number           Number  Number         Number 

Claimed  by     Claimed  by  Claimed  by    Claimed  by 

Date  of  Expiration.                                  City.           Company.  City.          Company. 

Expired  71  29  170  114 

Purchase  (6  months) .        13  56  18  74 

1906 2  2 

1907 13  12  12  12 

1908 ..  44 

1909 7  7  4  4 

1910 ..  I  I 

1911 ..  4  4 

1912. 13  12  18  18 

1913 2  2 

1914. 6  6  II  II 

1915 12  12  14  14 

1916. 3  3  9  9 

1921 ..  I  I 

Totals  141  141  266  2($6 
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CHAPTER  XIV. 

VALUE  OF  PROPERTIES. 

On  September  2y,  1906,  the  companies  submitted  to 
the  Committee  on  Local  Transportation,  the  price  for 
which  they  would  sell  their  properties  to  the  city,  and 
accept  a  lease  from  the  city  along  the  lines  suggested  in 
the  Werno  letter. 

The  price  demanded  by  the  Union  Traction  Company 
for  its  tangible  property  was  $29,294,472,  and  for  its 
unexpired  franchise  rights  and  other  intangible  values 
$13,825,040,  or  a  total  of  $43,119,512.  The  Chicago 
City  Railway  Company  submitted  the  value  of  its  tangi- 
ble property  as  $20,103,436  and  the  value  of  its  intangible 
property  as  $30,426,164.  These  estimates  were  con- 
sidered excessively  high  and  the  committee  appointed 
a  special  valuation  commission,  to  consider  the  detailed 
inventories  and  estimates  of  value  to  be  submitted  by 
the  companies,  and  to  ascertain  whether  the  valuations 
thus  listed  were  "reasonable,  just,  and  fair".  This  com- 
mission secured  expert  services  in  estimating  the  various 
properties,  franchises,  etc.,  owned  by  the  companies.  The 
inventories  and  estimates  of  value  were  submitted  by  the 
companies  on  June  30,  1906,  and  no  account  was  taken 
by  the  commission  of  any  improvements  in  the  system 
after  that  date ;  the  franchise  values  were  also  submitted 
as  for  the  same  date. 

The  companies,  in  their  estimate  of  the  franchise 
values,  based  their  claims  upon  an  average  length  of 
franchise  of  seven  years  for  the  entire  street  railway 
system.  In  supporting  this  claim  the  companies  agreed 
that  before  attempting  to  purchase  the  lines,  the  city 
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would  not  only  have  to  establish  its  legal  rights  to  do 
so,  but  would  also  have  to  demonstrate  its  financial  ability 
to  raise  the  necessary  funds,  before  a  purchase,  either 
voluntary  or  through  the  power  of  condemnation,  could 
be  consummated.*  However,  the  commission  was  ad- 
vised by  its  special  traction  counsel^  that  the  city  could 
reasonably  expect  to  acquire  the  property  in  from  twelve 
to  twenty- four  months  from  January  i,  1907,  if  the 
Supreme  Court  should  sustain  the  Mueller  law.  There- 
fore the  commission  reported  "that  the  value  of  the 
present  franchises  should  be  determined  for  the  purpose 
of  the  pending  negotiations  upon  the  theory  that  the  city 
will  be  held  to  possess  the  power  necessary  to  acquire  the 
present  railway  properties  either  by  eminent  domain  pro- 
ceedings, or  otherwise,  and  that  a  fair  and  reasonable 
adjustment  of  the  matters  in  dispute  would  be  to  allow 
the  companies  the  value  of  the  right  of  operation  for 
eighteen  months,  on  the  streets  where  the  franchises  are 
now  claimed  to  have  expired,  or  are  subject  to  city  pur- 
chase, and  to  estimate  each  of  the  unexpired  term  grants 
as  running  to  the  dates  of  their  respective  terminations". 
Accordingly  the  commission  estimated  the  existing  street 
privileges  upon  this  basis. 

Concerning  the  question  of  what  allowance  should  be 
made  for  the  pavement  in  the  right  of  way  of  the  com- 
panies, the  commission  was  advised  by  its  counsel  that 
the  legal  title  was  in  the  city  of  Chicago,  and  not  in  the 
companies,  and  therefore  the  commission  did  not  con- 
sider the  value  of  the  pavement  as  a  part  of  the  physical 
property,  although  for  purposes  of  inspection  the  value 
of  the  pavement  was  carefully  estimated  and  submitted 
with  the  report. 

*  Report  of  Traction  Valuation  Commission,  p.  15. 
•Walter  B.Fisher. 
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The  commission,  which  first  met  on  July  %  1906,  sub- 
mitted its  reports  to  the  Committee  on  Local  Transporta- 
tion on  December  10  of  that  year.  This  report,  based 
upon  the  eighteen-month  franchise  period,  gave  the  total 
values  of  the  existing  tangible  and  intangible  properties 
of  the  companies  as  follows : 

Without  Paving.    With  Paving. 

Chicago  City  Railway  Company.. . . .  $20,536,510    $22,369,068 
Chicago  Union  Traction  Company..    26,116,237      28,625,714 


Total  $46,652,747    $50,994,782 
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CHAPTER  XV. 


COMPENSATION. 


Aside  from  the  expenditures  made  by  the  companies 
in  their  rights  of  way,  the  only  compensation  which  had 
been  made  to  the  city,  by  the  companies,  for  their  fran- 
chise rights,  was  the  $50  car  tax  provided  for  in  the 
extension  ordinances.  However,  a  comparison  of  the 
actual  amounts  received  from  this  source,  with  the  nimi- 
ber  of  cars  owned  and  operated  by  the  companies,  dis- 
closed the  fact  that  the  novel  method^  adopted  of  com- 
puting the  car  taxes,  was  decidedly  favorable  to  the 
companies. 

In  the  year  1906,  the  city  received  from  the  Chicago 
Union  Traction  Company  in  car  taxes  $40,257.25,^  while 
the  report  of  the  company  for  that  year  showed  2523® 
cars  owned  and  in  operation,  which  at  a  $50  stationary 
car  tax  would  have  brought  into  the  coffers  of  the  city 
$126,150.  The  Chicago  City  Railway  Company  in  the 
same  year  paid  $36,487.50  in  car  taxes,  while  its  reports 
show  a  total  of  2 181  cars  owned,  which  at  $50  per  car 
would  yield  taxes  to  the  amount  of  $109,050. 

The  amounts  received  by  the  city  from  car  taxes  since 
the  adoption  of  this  system  were: 


*Cf.  p.  14. 

*  Taken  from  the  City  Revenue  Ledger,  Comptroller's  office. 
'  Reports  filed  by  the  company  in  Street  Railway  Investor's  Guide 
for  1906. 
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1884 $24,614.05* 

1885 26,852.55 

1886 30,530.85 

1887 34,310.82 

1888 35,321.32 

1889 38,05&3i 

1890 39,633.25 

1891 45,848.55 

1892 47,385.94 

1893 58,947.50 


1894 $70429.67 

1895 72436.76 

1896 68316.00 

1897 81,02845 

1898 80,581.03 

1899 79,645.61 

1900 105,058.09 

1901 120,898.64 

1904 172,997.12 

1905 52,550.00' 


*The  amounts  up  to  and  including  1901  were  secured  from  the 
report  of  F.  V.  Brandendecker,  City  Collector,  December  31,  1901, 
and  the  amotmts  for  the  years  1904  and  1905  were  secured  from  the 
49th  report  of  the  City  Comptroller,  p.  62. 

•The  apparent  discrepancy  between  the  amounts  received  in  1904 
and  1905  is  caused  by  the  fact  that  the  Chicago  Union  Traction 
Company  paid  $138,221.95  towards  the  erection  of  the  West  Division 
Street  Bridge,  which  amount  was  remitted  from  its  car  taxes.  See 
24th  annual  report  of  the  Department  of  Public  Works. 
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CHAPTER  XVI. 

SERVICE. 
OVERCROWDING. 

Apparently  no  effort  was  being  made  by  the  com- 
panies to  supply  sufficient  cars  comfortably  to  accommo- 
date the  traffic,  the  number  of  cars  operated  being  en- 
tirely insufficient  to  meet  the  needs.  Especially  was  this 
true  in  the  business  district.  In  providing  traction  facili- 
ties for  this  district  the  companies  seemed  never  to  have 
forgotten  the  significant  statement,  reputed  to  have  been 
made  by  Mr.  Yerkes  that  "the  strap  hangers  pay  the 
dividends."  The  conditions  of  overcrowding  which  pre- 
vailed during  rush  hours  in  the  districts  in  which  large 
numbers  of  laboring  people  reside,  were  absolutely  re- 
volting. During  that  portion  of  the  day,  the  cars  were 
invariably  packed  to  their  utmost  capacity,  many  passen- 
gers being  compelled  to  stand  clinging  to  straps,  while 
others  were  packed  and  jammed  into  the  aisles  and 
vestibules.  The  operation  of  many  small  and  antiquated 
cars  was  one  of  the  causes  for  the  existing  condition  of 
overcrowding. 

On  July  lo,  1905,*  the  council  had  passed  the  "Service 
and  Comfort"  ordinance,  which  was  a  comprehensive 
measure  intended  to  secure  both  comfort  and  safety  to 
passengers.  It  contained  provisions  regarding  heating 
and  ventilation  together  with  a  clause  providing  that  the 
companies  "should  keep  the  tracks  on  which  such  cars 
are  operated  and  the  car  itself  in  such  condition  as  to  in- 
sure and  provide  the  reasonably  safe,  convenient,  and 

*  Published  by  authority  of  the  council  on  October  23,  1905. 
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comfortable  transportation  of  passengers,  without  un- 
necessary noise  and  jolting,  and  to  furnish  a  sufficient 
number  of  cars  on  each  separate  line,  to  carry  possengers 
comfortably  and  without  overcrowding,"  and  provided 
a  penalty  of  from  $25  to  $100  for  each  car  operated  in 
violation  of  this  law.  Apparently  no  effort  had  ever 
been  made  by  the  companies  to  obey  this  ordinance.  In 
the  month  of  December,  1905,  Dr.  Maurice  L.  Doty, 
special  traction  commissioner  for  the  city,  had  con- 
ducted a  series  of  investigations  as  to  the  condition  of 
overcrowding.  As  a  result  of  these  investigations,  the 
city  filed  suit  against  the  City  Railway  Company  for 
$500,000,  alleging  5000  specific  violations  of  this  ordi- 
nance; and  for  $1,500,000  against  the  Union  Traction 
Company,  alleging  15,000  specific  violations.  The  com- 
panies then  secured  an  injunction  against  their  further 
prosecution,^  but  in  October,  1906,  the  State  Supreme 
Court  reversed  the  injunction,  and  left  the  city  free  to 
proceed  with  its  prosecution  of  the  companies.  The  suit 
was  then  taken  to  the  Circuit  Court  of  Cook  County. 
Here  the  companies  denied  the  validity  of  the  ordinances 
under  which  the  penalties  were  claimed,  on  the  grounds 
that 

"ist.  The  organic  law  of  the  city  of  Chicago  for- 
bids a  penalty  in  excess  of  $200  for  a  single  offense. 

2d.     It  is  ambiguous  and  uncertain. 

3d.     It  is  unreasonable." 

The  particular  paragraphs  of  the  ordinance,  under 
which  suit  was  brought,  read  as  follows : 

"It  shall  be  unlawful  for  any  person,  or  corporation 
operating  street  railway  cars  wtihin  the  city  of  Chicago 
to  permit  any  car  to  be  in  use,  or  to  be  operated, — 
unless  there  shall  be  furnished  a  sufficient  number  of 
cars  on  each  separate  line  to  carry  passengers  comfort- 

•  Given  by  Judge  Mack,  of  the  Circuit  Court. 
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ably  without  overcrowding,  and  which  cars  shall  be  run 
upon  a  proper  and  reasonable  time  schedule.  Any  per- 
son, firm,  company,  or  corporation  who  shall  be  guilty  of 
violating  any  of  the  provisions  of  the  preceding  section 
shall  be  fined  not  less  than  $25,  nor  more  than  $100  for 
each  car  operated  in  violation  of  this  law,  and  each  day 
of  operation  of  such  car  shall  be  considered  a  separate 
offense". 

The  Court  held  that  imder  this  peculiar  wording,  "the 
sole  question  is — ^are  there  sufficient  cars — if  so,  the 
company  may  operate — ^if  there  are  not,  it  is  tmlawful 
for  the  company  to  operate  any  cars.  Therefore,  the 
penalties  under  this  ordinance  may  amount  to  thousands 
of  dollars  for  a  single  offense  of  not  providing  sufficient 
cars  on  any  separate  line,"  and  for  that  reason,  held 
the  ordinance  to  be  void.  The  Court  further  said,  "How 
are  we  to  ascertain  whether  or  not  passengers  are  carried 
comfortably?  Personal  comfort  indicates  a  state  of 
mind.  The  law  must  declare  to  a  common  intent  what 
the  offense  is — it  cannot  be  left  to  the  eccentricity  of  the 
individual  or  the  caprice  of  a  jury.  The  same  is  true  of 
overcrowding.  What  is  a  crowd  on  a  street  car? 
Clearly  the  law  required  some  method  of  expression  in 
exacting  a  prohibition,  which  will  leave  no  doubt  in  the 
minds  of  the  persons  affected  as  to  what  rule  or  standard 
of  conduct  is  required."  Accordingly,  the  Court  held  the 
ordinance  to  be  void  for  not  defining  with  certainty  the 
offense  which  was  condemned.  The  case  was  immed- 
iately appealed  by  the  city  to  the  State  Supreme  Court, 
where  the  question  of  the  validity  of  this  ordinance  is 
yet  pending.  Out  of  about  3,000  cars  in  daily  operation, 
every  one  was  probably  overcrowded  at  some  time  during 
each  day.  That  the  condition  of  overcrowding  was  much 
worse  than  in  any  other  large  city,  is  an  undoubted  fact. 

How  much  the  system  of  collecting  a  $50  car  tax  on 
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the  basis  of  13  trips  per  day,  per  car,  was  responsible 
for  this  condition,  it  is  impossible  to  state,  although  its 
influence  was  probably  slight.  The  greatest  factor  in 
producing  this  condition  was,  beyond  doubt,  the  abnormal 
greed  of  the  companies,  and  their  desire  to  refrain  from 
any  further  investment  in  equipment,  and  thus  maintain 
dividends  upon  their  immense  amount  of  watered  stock. 

CONGESTION  OF  CARS. 

Instead  of  a  system  of  through  routes,  whereby  cars 
could  be  operated  in  a  continuous  journey  between  the 
northern  and  southern  city  limits,  and  to  and  from  the 
West  side  to  either  the  North  or  South  side,  both  com- 
panies treated  the  heart  of  the  city  as  the  proper  place  for 
their  terminal  points.  Every  car  which  came  into  the 
down  town  district  had  to  reverse  its  journey,  generally 
by  means  of  a  switch,  although  a  few  loops  were  in  use. 
On  many  of  the  main  thoroughfares,  cars  came,  in  from 
the  North  and  South  sides,  approached  within  a  few  feet 
of  each  other,  where  they  stopped  to  switch,  each  car 
reversing  its  position  and  returning  to  the  outer  terminal 
of  the  line.  This  process  occasioned  much  congestion  of 
cars  in  the  crowded  district.  Often  over  one  hundred 
cars  used  the  same  switch  in  an  hour,  and  several  cars, 
could  be  seen,  waiting  their  turn  to  switch,  thus  blocking 
the  streets  with  cars  on  track.  Such  a  system  was  a  con- 
stant source  of  obstruction  to  traffic,  and  an  effective 
preventative  to  rapid  street  railway  transportation. 

CARS  IN  TRAINS. 

The  companies  were  adhering  to  a  practice,  long  aband- 
oned elsewhere,  of  operating  their  cars,  in  the  business 
district,  in  trains.  The  practice  probably  originated  in 
Chicago  during  the  period  when  horse  cars  were  used  on 
the  outlying  lines  and  cable  was  used  on  the  main  lines. 
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and  in  order  to  save  the  passengers  from  changing  cars, 
each  cable  car  would  collect  horse  cars  at  intersecting 
points,  and  thus  trains  were  formed  and  carried  down 
town.  However,  with  the  introduction  of  the  trolley  the 
companies  had  not  abandoned  this  antiquated  system. 

The  irregular  jerking  of  the  cars  hauled  in  trains  was 
annoying,  especially  so  inasmuch  as  most  of  the  trail  cars 
were  of  exceedingly  light  construction,  permitting  every 
defect  in  the  track  to  be  felt  throughout  the  car.  But  a 
more  serious  objection  to  this  syste^i  of  operation  was 
the  blockading  and  congestion  which  it  caused  at  the 
corners  and  points  of  intersection,  as  a  train  of  two  or 
three  cars  when  stopping,  often  completely  blocked  traffic. 
Of  the  cars  in  operation  in  1906,  the  Union  Traction 
Company  owned  631  trail  cars  and  the  City  Railway 
Company  owned  552.® 

TRANSFERS. 

The  proposition  of  securing  transfers  from  one  part 
of  the  city  to  another,  had  always  been  one  of  the 
greatest  problems  in  the  Chicago  traction  situation.  No 
transfers  were  being  issued  between  the  Union  Traction 
Company  and  the  City  Railway  Company.  The  fact  that 
both  of  these  companies  operated  in  the  heart  of  the 
down  town  district  made  the  matter  especially  vexing, 
and  the  demand  that  some  system  of  universal  transfers 
be  embodied  in  the  plan  of  settlement  was  a  pressing  one. 

In  the  first  ordinance,  granted  on  August  16,  1858, 
authorizing  the  Chicago  City  Railway  Company  to  con- 
struct and  operate  lines  on  the  South  and  West  sides,  was 
included  the  requirement  that  **the  ride  for  any  distance 
shall  not  exceed  five  cents."  However,  when  in  1863, 
the  Chicago  City  Railway  Company  deeded  its  privileges 

•  Figures  taken  from  reports  of  the  companies  in  the  Street  Rail- 
way  Investor's  Guide  for  April,  1906. 
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to  the  Chicago  West  Division  Railway  Company,  this  re- 
quirement was  ignored,  and  under  this  divisional  arrange- 
ment, each  company  collected  a  five  cent  fare  for  a  ride 
on  its  line,  and  never  since  then  had  transfers  been  gfiven 
from  the  companies  controlling  the  West  Side  lines,  to 
the  lines  of  the  Chicago  City  Railway  Company,  al- 
though an  ordinance  had  been  passed  by  the  city  council, 
compelling  transfers  to  be  gfiven  between  the  West  and 
South  side  lines.  However,  the  companies  denied  the 
right  of  the  city  to  make  such  a  requirement,  and  a  period 
of  litigation  had  followed.  Judge  Grosscup  of  the  United 
States  Circuit  Court  deciding  that  the  ordinance  was 
invalid,  and  that  it  was  not  within  the  power  of  the  city 
to  pass  it  in  view  of  the  fact  that  the  companies  had 
franchises,  some  of  which  authorized  them  to  collect  a 
five  cent  fare,  and  such  a  transfer  system  would  in  some 
cases  have  deprived  them  of  this  right.  The  city  then 
appealed  the  case  to  the  United  States  Supreme  Court, 
where  the  case  is  yet  pending. 

Various  devices  had  been  used  by  the  companies  to 
evade  any  requirements  for  transfers.  The  Chicago  City 
Railway  Company,  at  various  times,  had  adopted  rules 
concerning  transfers  which  were  quite  confusing — once 
demanding  that  transfers  be  given  just  before  alighting, 
again  adopting  a  rule  that  transfers  be  given  only  at 
time  of  payment  of  fare, — and  at  one  time  the  company 
refused  to  grant  transfers  upon  transfers,  thus  enabling 
it  to  collect  many  double  fares  for  continuous  trips  in  the 
same  direction. 

A  much  more  clever  scheme  had  been  adopted  by  the 
parties  in  control  of  the  companies  on  the  North  and 
West  sides.  The  Chicago  Consolidated  Traction  Com- 
pany, organized  in  January,  1899,  had  acquired  all  the 
lines  of  the  companies  of  the  North  and  West  sides 
of  Chicago,  while  the  Union  Traction  Company,  or- 
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ganized  in  May,  1899,  acquired  (by  lease)  the  main 
lines  of  the  same  companies.  The  bonds  of  the  Consoli- 
dated Company  were  guaranteed  by  the  Union  Traction 
Company,  the  management  of  the  Consolidated  was  in 
control  of  the  Union  Traction  Company,  the  officers  of 
the  two  companies  were  identical,  their  offices  were  to- 
gether, and  the  Consolidated  Company  ran  its  cars  over 
the  lines  of  the  Union  Traction  Company.  In  purpose 
and  fact  there  was  but  one  company,  the  Chicago  Union 
Traction  Company,  but  pretending  separate  ownership, 
both  companies  refused  transfers  and  each  company  col- 
lected a  separate  fare. 

On  June  26,  1890,  the  city  council  had  passed  an 
ordinance  requiring  every  company  operating  in  Chicago 
to  issue  transfers  at  any  intersecting  point  on  its  own 
lines.  This  ordinance,  was,  however,  quite  generally  dis- 
regarded, especially  by  the  Union  Traction  Company, 
until  in  December,  1901,  prompted  by  the  protest  of  many 
patrons  of  the  roads,  the  city  brought  suits  against  the 
Union  Traction  Company,  to  recover  penalties  for  re- 
fusing to  grant  transfers  as  provided  by  the  ordinance^. 
These  cases,  of  which  there  were  eleven,  were  first  taken 
before  Justice  Gibbons,  but  appeals  were  taken  to  the 
Criminal  Court,  where  Judge  Ball  rendered  decisions 
favorable  to  the  city.  The  litigation  wasiinally  carried 
to  the  Supreme  Court  of  Illinois,  which,  on  October  25, 
1902,  decided  that  the  city  possessed  the  power  to  require 
transfers,  the  Court  holding  that  the  power  to  fix  fare 
includes  the  power  to  provide  for  transfers.*  By  this  de- 
cision, each  company  was  compelled  to  grant  transfers  on 
its  own  lines.  On  the  same  day  the  Court  handed  down 
another  decision,  stating  that  "the  Chicago  Consolidated 
Traction  Company  bears  such  a  relation  to  the  Chicago 

*Mr.  Chief  Justice  Magruder  delivered  the  opinion  of  the  Court. 
See  Ills.  199,  pp.  484*  579. 
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Union  Traction  Company  as  to  be  regarded  as  the  'same 
corporation'  in  so  far  as  transfer  tickets  are  concerned'', 
compelling  the  Chicago  Union  Traction  Company  and  the 
Chicago  Consolidated  Traction  Company  to  exchange 
transfers.  Since  this  decision,  the  Chicago  City  Rail- 
way Company,  and  the  Union  Traction  Cpmpany*  had 
issued  transfers  on  their  own  lines,  as  had  all  the  minor 
companies.  However,  no  transfers  were  issued  between 
these  two  controlling  companies. 

That  a  complete  reconstruction  of  the  roads,  doing  away 
with  the  system  of  divisional  operation  and  providing  for 
through  routes,  a  sufficient  number  of  well-equipped  cars, 
and  universal  transfers  should  be  a  first  essential  of  any 
plan  of  settlement,  was  generally  conceded.  Many  stud- 
ents of  the  problem  claimed  that  even  such  a  system 
would  fail  to  relieve  the  congestion  and  provide  the  city 
with  a  satisfactory  service,  and  that  no  solution  could  be 
permanent  without  providing  for  a  down-town  subway 
loop.  The  service  being  furnished  was  undoubtedly 
worse  than  of  any  other  important  city.  The  demand 
for  an  improved  service  was  pressing.  The  need  of  some 
solution  was  imperative. 

Out  of  these  chaotic  conditions  and  confusing  claims, 
which  existed  as  the  culmination  of  a  long  chain  of  liti- 
gation and  unsystematic  legislation,  arose  the  problem 
before  the  committee  of  securing  as  soon  as  possible 
the  complete  reconstruction  and  equipment  of  the  street 
railway  system,  with  the  assurance  that  it  would  be  oper- 
ated at  the  highest  standa^-d  of  efficiency,  upon  terms 
fair  both  to  the  city  and  to  the  companies,  and  providing 
for  the  possibility  of  future  purchase  of  the  system  by 
the  city. 


•  Including  the  Consolidated  Company. 
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PART  V. 

DEVELOPMENTS  OF  1907. 

CHAPTER  XVII. 

PASSAGE  OF   NEW   ORDINANCES. 

On  January  15,  1907,  the  Committee  on  Local  Trans- 
portation reported  two  ordinances  to  the  city  council. 
Previous  to  this  time  the  local  press  had  been  united  in 
its  demands  that  no  settlement  of  the  traction  question 
shiuld  be  made  by  the  city  council,  without  the  approval 
of  the  electorate,  and  the  council  had  adopted  a  resolu- 
tion promising  that  no  new  street  railway  ordinance 
would  be  passed  without  being  submitted  to  a  popular 
vote.  However,  with  the  submission  of  these  ordinances 
to  the  council,  many  of  the  leading  papers  of  the  city 
began  an  agitation  for  their  immediate  passage,  without 
waiting  for  the  referendum,  their  argument  being  that 
the  ordinances  could  not  be  put  to  a  vote  until  April,  but 
if  adopted  at  once  by  the  city  council,  the  companies  could 
begin  the  work  of  reconstruction  and  improvement  imme- 
diately. 

Soon  considerable  feeling  was  manifested  in  opposi- 
tion to  passing  the  ordinances  without  giving  the  people 
an  opportunity  to  understand  thoroughly  their  contents 
and  to  vote  upon  them.  A  resolution  was  introduced  in 
the  committee^  providing  that  the  committee  should  rec- 
ommend the  adoption  of  these  ordinances  by  the  coun- 
cil, unless  a  petition  was  filed  for  a  referendum  at  the 
April  election;  but  if  such  a  petition  was  filed,  the  or- 
dinances should  be  amended,  to  the  effect  that  they  would 


*  By  Alderman  Foreman. 
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not  become  effective  unless  a  majority  of  the  votes  cast 
at  the  April  election  should  approve  them,  and,  that  with 
this  amendment  the  ordinances  should  be  passed  by  the 
council  at  once.  This  resolution  was  adopted  and  in 
accordance  therewith  the  ordinances  were  passed  Febru- 
ary 4,  by  the  Council,  the  vote  being  56  for  and  13 
against. 

One  of  these  ordinances  relates  to  the  Chicago  Rail- 
ways Company,  which  undertakes  to  acquire  within  120 
days  from  the  passage  of  the  ordinances,  all  the  proper- 
ties and  rights  of  the  Union  Traction  Company ;  the  other 
relates  to  the  Chicago  City  Railway  Company. 

The  ordinances  are  twenty  year  grants,  and  it  was 
claimed  would  provide  the  best  possible  street  railway 
service.  By  the  acceptance  of  these  ordinances  the  com- 
panies agree  to  proceed  at  once  to  reconstruct  and  re- 
equip  their  entire  street  railway  systems,  and  to  maintain 
the  same  in  first  class  condition.  A  certain  portion  of 
this  work  is  designated  as  "immediate  rehabilitation" 
for  which  specifications  are  contained  in  the  ordinances. 
This  work  is  to  include  the  removal  from  all  the  streets 
of  the  present  cable  lines,  and  the  substitution  of  modem 
electric  track  therefor.  The  Chicago  City  Railway  Com- 
pany is  to  rebuild  at  least  sixty  miles  of  its  present  electric 
tracks,  and  the  Chicago  Railways  Company  is  to  rebuild 
at  least  ninety  miles.  The  construction  and  equipment 
of  the  necessary  system  of  distribution  and  sub-stations 
is  required,  as  is  also  the  rebuilding  and  equipping  of  car 
houses  to  enable  the  companies  to  clean  and  maintain 
their  cars  properly.  The  companies  are  required  to  in- 
crease as  rapidly  as  possible  the  number  of  double  truck 
cars,  until  the  Chicago  City  Railway  Company  shall  have 
in  operation  at  least  800  and  the  Chicago  Railways  Com- 
pany at  least  1200.    Twenty-one  through  routes  are  estab- 
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lished,  together  with  a  complete  system  of  transfers,^ 
which  will  enable  the  passengers  to  ride  for  a  single  fare 
in  any  one  general  direction  over  all  the  connecting  lines 
of  the  two  systems,  together  with  the  Chicago  Consoli- 
dated and  the  Chicago  General  Traction  system.  The 
work  of  immediate  rehabilitation  is  to  begin  with  the  ac- 
ceptance of  the  ordinances  and  if  the  work  is  not  com- 
pleted within  three  years,  the  companies  are  to  pay  to  the 
city  $10,000  per  day  as  liquidated  damages  for  each  day 
that  such  default  shall  continue. 

The  city  its  authorized  to  require  the  installation  of  the 
underground  trolley  system  in  place  of  the  overhead 
wires.  All  new  rails  are  to  be  grooved.  Within  one 
year  cars  are  to  be  no  longer  run  in  trains,  but  must  be 
operated  singly.  The  companies  are  required  to  pave, 
keep  in  repair,  sprinkle,  and  keep  clean  from  snow  the 
parts  of  the  streets  occupied  by  their  tracks.  Numerous 
extensions  of  the  existing  lines  are  specifically  provided 
for,  and  the  Chicago  Railways  Company  agrees  to  con- 
struct and  equip  additional  extensions,  amounting  to  6 
miles  of  double  track,  or  12  miles  of  single  track  in  each 
year  after  the  third  year,  while  the  Chicago  City  Rail- 
way Company  is  to  construct  at  least  4  miles  of  double 
track  or  8  miles  of  single  track,  in  each  year  after  the 
third  year.  The  cars  used  by  the  companies  are  to  be  of 
the  latest  improved  type,  and  the  companies  are  required 
to  maintain  their  systems  at  all  times  at  the  "highest 
practicable  efficiency". 

The  companies  agree  to  advance  to  the  city,  at  its  op- 
tion, the  sum  of  $5,000,000  with  which  to  build  a  down 
town  subway,  to  be  owned  by  the  city,  the  companies  to 
receive  an  allowance  of  5  per  cent,  for  brokerage  and  an 

'This  obligation  does  not  apply  to  any  connecting  point  in  the 
South  division  of  the  city,  north  of  Twelfth  Street,  which  includes  a 
considerable  portion  of  the  down  town  district. 
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annual  interest  return  of  5  per  cent.,  and  to  be  given  the 
right  to  operate  their  cars  through  the  subway.  Pro- 
vision is  made  for  the  lowering  of  the  present  river 
tunnels  as  a  part  of  the  future  subway  system.  It  is 
distinctly  understood  that  if  the  city  does  not  exercise 
this  option,  that  the  companies  acquire  no  rights  in  sub- 
ways which  the  city  may  construct  by  other  means. 
Upon  purchase  of  the  street  railway  system  by  the  city 
or  its  licensee  the  money  advanced  by  the  companies  for 
subways  is  to  be  refunded  to  them. 

The  city  reserves  the  right  to  exercise  police  power 
and  the  companies  agree  to  comply  fully  with  all  the 
requirements  of  these  ordinances,  and  in  case  they  shall 
make  a  continued  default  to  do  so,  the  city  may  declare 
all  the  rights  of  the  companies  forfeited. 

All  the  construction,  reconstruction,  re-equipment,  ex- 
tensions, and  additions  to  the  properties  of  the  companies 
are  to  be  performed  under  the  direction  and  supervision 
of  the  Board  of  Engineers.  Within  thirty  days  after  the 
acceptance  of  these  ordinances  the  two  companies  are  to 
appoint  one  engfineer  to  represent  them  on  this  Board,  the 
city  is  to  appoint  one  representative,  and  Bion  J.  Arnold 
is  to  act  as  the  third  member.  The  city  and  the  com- 
panies may  remove  the  third  engineer,  and  may  appoint 
a  third  engineer  at  any  time  such  a  vacancy  may  arise. 
In  case  any  vacancy  in  the  position  of  third  engineer  is 
not  filled  within  thirty  days,  the  judges  of  the  Appellate 
Court  for  the  First  District  of  Illinois  are  to  name  the 
third  engineer.  If  these  judges  fail  to  make  the  appoint- 
ment, application  is  to  be  made  to  any  judge  of  the  Cir- 
cuit Court  of  Cook  County  for  the  appointment  of  such 
an  engineer.  Either  the  companies  or  the  city  shall  have 
the  right  to  apply  to  any  Court  of  competent  jurisdiction 
for  the.  removal  of  any  member  of  this  Board.    The  third 


Digitized  by 


Google 


381]  Chicago  Traction  69 

engineer  is  to  receive  a  salary  of  $15,000  per  annum. 
Bion  J.  Arnold  is  to  act  as  Chief  Engineer  during  the 
period  of  immediate  rehabilitation,  and  as  an  additional 
compensation  for  this  service  is  to  receive  $15,000  per 
annum.  Each  of  the  other  two  members  of  the  Board 
is  to  be  paid  for  his  services  at  the  rate  of  $100  per  day, 
though  the  total  compensation  for  their  services  shall  not 
be  less  than  $3,600  nor  more  than  $10,000  each,  per  year. 

This  Board  is  to  make  a  report  in  writing  on  the  first 
day  of  each  month  to  the  City  Comptroller,  of  the 
amounts  actually  expended  with  its  approval  during  the 
previous  month  by  the  companies;  this  certificate  is  to 
be  conclusive  as  to  the  cost  of  reconstruction  and  re- 
equipment.  No  contract,  sub-contract  or  payment  is  to 
be  made  for  any  of  this  work  without  the  approval  of 
the  Board.  The  Board  is  to  have  the  power  to  prescribe 
the  form  and  manner  in  which  the  books  and  accounts 
of  the  companies  shall  be  kept,  subject  to  the  approval 
of  the  City  Comptroller.  Additional  through  lines  may 
be  required  of  the  companies  at  any  time  the  Board  may 
decide  that  the  traffic  demands,  and  the  approval  by  this 
Board  of  any  regulation  in  service  made  by  the  city 
council,  shall  be  binding  upon  the  companies  as  to  the 
reasonableness  thereof. 

The  financial  features  of  the  ordinance  fix  the  value  of 
the  present  tangible  and  intangible  properties  of  the 
Union  Traction  System,  to  be  acquired  by  the  Chicago 
City  Railway  Company  as  $29,000,000,  and  that  of  the 
Chicago  City  Railway  Company  as  $21,000,000.  A  fund 
of  6  per  cent,  of  gross  receipts  is  to  be  set  aside  for  the 
payment  of  maintenance  and  repairs,  and  another  fund 
of  8  per  cent,  of  the  gross  receipts  is  to  be  set  aside  for 
renewals  and  depreciation.  If  these  sums  are  not  suffi- 
cient to  cover  these  charges,  any  additional  need  must  be 
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met  by  the  companies,  but  any  surplus  remaining  in 
these  funds  cannot  revert  to  the  companies,  but  remains 
the  property  of  the  city  or  its  licensee,  in  case  of  pur- 
chase. The  companies  are  to  keep  insured  at  their  full 
insurable  value,  the  premiimis  for  such  insurance  to 
be  paid  as  an  operating  expense.  All  damage  claims 
arising  out  of  injuries  to  persons  or  properties,  the  sal- 
aries of  officers  of  the  Board  of  Engineers,  and  salaries 
of  officers  of  the  companies,  are  to  be  charged  to  oper- 
ating expenses. 

From  the  gross  receipts  for  the  year  there  shall  be 
deducted : 

( 1 )  All  expenses  of  operation,  including  maintenance, 
renewals,  and  repairs. 

(2)  A  5  per  cent,  interest  return  to  the  companies 
upon  the  whole  amoimt  of  the  already  fixed  valuation  of 
the  properties,  plus  the  amoimts  expended  by  the  com- 
panies in  the  reconstruction  of  the  roads,  with  a  5  per 
cent,  brokerage  and  10  per  cent,  construction  profit  there- 
on. After  the  deduction  of  these  items  from  the  gross 
receipts,  55  per  cent,  of  the  net  receipts  are  to  accrue  to 
the  city  and  45  per  cent,  to  the  companies.  The  amounts 
thus  received  by  the  city  are  to  be  set  aside  and  used  for 
the  purchase  of  the  street  railway  system.  This  division 
of  the  net  receipts  is  based  upon  the  companies*  right  to 
charge  a  five-cent  fare  for  the  whole  period,  but  the  city 
has  the  right  to  commute  its  share,  or  any  part  of  it,  into 
an  equivalent  reduction  of  fare. 

The  companies  are  required  to  file  with  the  City  Comp- 
troller annual  reports,  verified  by  the  auditor  of  the 
companies,  setting  forth  according  to  forms  prescribed 
by  the  Board  of  Engineers,  the  amount  of  business  done 
during  the  year,  the  receipts  from  and  the  expenses  of 
conducting  the  business,  and  the  books  of  the  companies 
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are  at  all  times  to  be  subject  to  the  examination  of  ac- 
countants representing  the  city. 

The  possibility  of  municipal  ownership  is  provided  for. 
The  city  is  given  the  right  on  the  first  of  February  or 
the  first  of  August  of  each  year,  having  given  6  months 
previous  notice  to  the  companies,  to  take  over  the  prop- 
erties of  either  or  both  companies,  upon  the  following 
conditions : 

If  the  purchase  is  made  for  municipal  operation,  the 
city  must  pay : 

( 1 )  The  value  of  the  properties,  as  now  fixed  in  the 
ordinances,  and 

(2)  The  cost  of  reconstruction,  re-equipment,  and  ex- 
tensions actually  paid  out  by  the  companies,  plus  5  per 
cent,  brokerage,  and  a  10  per  cent,  construction  profit. 
If  the  purchase  be  for  any  other  purpose  than  for  munici- 
pal operation,  the  city  is  required  to  pay  a  20  per  cent, 
bonus  on  the  above  amount. 

The  city  reserves  the  right  to  give  to  any  company 
the  right  to  purchase  and  operate  the  street  railway  sys- 
tem, the  price  to  be  paid  being  the  price  which  the  city 
would  have  to  pay  for  municipal  operation,  plus  a  20  per 
cent,  bonus.  But  such  a  licensee  shall  not  be  required  to 
pay  the  20  per  cent,  bonus  if  its  returns  shall  be  limited 
by  the  city  to  5  per  cent,  brokerage  and  5  per  cent,  return 
on  its  capital  investment,  the  remainder  6f  the  earnings 
to  accrue  to  the  city. 

On  February  11,  Mayor  Dunne  returned  the  ordi- 
nances to  the  council  with  his  veto,  and  on  the  same  night 
the  ordinances  were  passed  over  his  veto  by  a  vote  of  57 
to  12.  Later  the  legal  requirements  for  a  referendum 
were  complied  with  and  the  ordinances  became  the  issue 
of  a  fiercely  contested  municipal  campaign. 

Mr.  Dunne  was  renominated  by  the  Democratic  party^ 
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for  mayor,  upon  a  platform  opposed  to  the  adoption  of 
the  ordinances,  while  Mr.  Fred  A.  Busse  was  nominated 
by  the  Republican  party  for  the  same  office  upon  a  plat- 
form favoring  the  ordinances.  The  campaign  which  fol- 
lowed the  adoption  of  these  platforms  was  one  of  the 
most  intense  ever  waged  in  the  city  of  Chicago.  Noon 
and  evening  mass  meetings  were  held  throughout  the 
city,  at  which  various  speakers  discussed  the  provisions 
of  the  ordinances.  Organizations  were  formed,  support- 
ing and  opposing  the  measures.  The  "Strap  Hangers 
Leagfue"  was  formed,  having  for  its  slogan  **We  want 
seats,  not  straps"  and  "A  seat  for  every  strap  hanger", 
and  became  an  influential  factor  for  the  adoption  of  the 
ordinances.  The  "Citizens  Non  Partisan  Settlement  As- 
sociation" spread  broadcast  throughout  the  city  litera- 
ture descriptive  of  the  improved  service  which  would 
follow  the  adoption  of  the  ordinances.  The  Chicago 
Federation  of  Labor  denounced  the  ordinances  because 
they  contained  no  protection  whatever  for  the  employees 
of  the  street  railway  companies,  and  the  Municipal  Own- 
ership Central  Committee  waged  a  bitter  attack  against 
the  measures  upon  the  grounds  that  they  rendered  muni- 
cipal ownership  impossible,  inasmuch  as  the  rehabilita- 
tion provided  for  in  the  ordinances  would  cost  at  least 
$40,000,000,  which  with  the  $50,000,000  valuation  al- 
ready attached  to  the  property  would  make  the  total 
amount  which  the  City  would  have  to  pay  in  case  of 
purchase  at  least  $90,000,000,  while  the  authority  of  the 
city  to  issue  certificates  was  limited  to  $75,000,000  and 
the  city  council  would  probably  refuse  to  pass  ordinances 
providing  for  the  issuance  of  more  certificates. 

One  of  the  arguments  advanced  by  Mayor  Dunne  in 
his  veto  message  was  that  the  ordinances  did  not  afford 
assurance  of  any  income  from  the  proposed  division  to 
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guarantee  that  the  city's  share  of  net  receipts  would 
equal  any  fixed  per  cent,  of  the  gross  receipts.  It  was 
also  urged  against  the  ordinances  that  the  securing  of 
lower  fares  for  a  period  of  twenty  years  would  be  ren- 
dered impossible;  that  the  valuation  placed  upon  the 
present  property  of  the  companies  was  excessively  high ; 
that  the  city  could  never  afford  to  pay  the  20  per  cent, 
bonus  on  the  valuation  of  the  properties;  that  the  ordi- 
nances were  so  complex  as  to  render  them  liable  to  litiga- 
tion; that  they  denied  transfers  in  an  important  part  of 
the  down  town  district;  that  the  20  per  cent,  bonus  re- 
quired to  be  paid  by  a  trustee  company  would  make  it 
impossible  for  the  city  to  utilize  this  method  in  securing 
possession  of  the  lines;  that  the  city  would  practically 
be  deprived  of  the  right  to  acquire  the  lines  by  power  of 
condemnation.  As  opposed  to  the  pending  ordinances, 
Mayor  Dunne  and  his  followers  proposed  to  secure  the 
street  railway  system  by  exercising  the  city's  power  of 
condemnation,  issuing  street  railway  certificates  as  al- 
ready authorized. 

The  supporters  of  the  ordinances  maintained  that  it 
would  be  unwise  to  depend  upon  the  city's  power  of  con- 
demnation, derived  from  the  Mueller  law,  inasmuch  as 
the  validity  of  that  law  and  the  certificates  was  yet  pend- 
ing in  the  Supreme  Court ;  that  even  were  this  law  upheld 
and  the  city  should  obtain  possession  of  the  lines,  it  did 
not  possess  the  right  to  operate;  that  unless  a  majority 
of  the  voters  should  authorize  the  issuance  of  additional 
certificates,  the  city  would  be  restricted  to  $75,000,000 
with  which  to  purchase  and  rehabilitate  the  lines,  which 
sum  was  declared  by  authorities  to  be  entirely  insufficient 
for  the  purpose ;  that  the  companies  would  be  compelled 
to  render  an  adequate  service  under  these  ordinances ;  and 
that  the  city  could  better  purchase  the  lines  immediately 
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upon  the  completion  of  rehabilitation,  than  to  trust  to  the 
uncertainties,  expenses,  and  delays  necessary  to  condem- 
nation proceedings. 

Beyond  doubt  the  great  argument  for  the  ordinances 
which  appealed  to  the  majority  of  those  who  voted  for 
their  adoption,  was  that  the  entire  system  was  to  be  im- 
mediately reconstructed  and  rehabilitated,  and  that  the 
service  rendered  by  the  companies  would  be  such  as 
Chicago  had  long  been  hoping  for.  However,  the  argu- 
ment that  the  ordinances  were  merely  stepping  stones  to 
municipal  ownership,  and  would  enable  the  city  to  take 
over  the  lines  upon  the  completion  of  reconstruction,  no 
doubt  served  to  influence  a  very  considerable  class  of 
voters  whose  sympathies  were  heartily  with  the  municipal 
ownership  movement,  but  who  believed  the  passage  of 
the  ordinances  would  provide  a  greatly  improved  service 
until  the  city  was  in  a  position  to  acquire  and  operate  the 
street  railways. 

On  April  2,  the  ordinances  were  approved  by  a  ma- 
jority of  33,086. 
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CHAPTER  XVIII. 

DEaSIONS     UPON     THE     $75,000,000     STREET     RAILWAY 
CERTIFICATE  ORDINANCE. 

On  April  i8,  1907,  the  Supreme  Court  of  Illinois 
rendered  a  decision^  declaring  the  $75,000,000  street  rail- 
way certificate  ordinance  unconstitutional,  upon  the 
grounds  that  such  certificates  would  increase  the  indebted- 
ness of  the  city  beyond  the  constitutional  limit.  Section 
12  of  Article  9  of  the  Constitution  of  the  State  of  Illinois 
provides  that  "no  county,  city,  township,  school  dis- 
trict, or  other  municipal  corporation  shall  be  allowed  to 
become  indebted  in  any  manner,  including  existing  in- 
debtedness, in  the  ag^egate  exceeding  5  per  centum  on 
the  value  of  the  taxable  property  therein". 

The  ordinance  provided  that  in  case  there  is  a  default 
in  the  pa)rment  of  the  principal  or  interest  on  these  street 
railway  certificates,  that  there  shall  be  a  foreclosure  sale, 
and  the  owners  of  the  properties  upon  foreclosure  shall 
be  guaranteed  a  twenty  year  street  railway  franchise  by 
the  city. 

The  Court  held  that  because  of  this  provision,  that 
the  certificates  would  be  a  mortgage,  not  merely  upon  the 
street  railway  properties  owned  by  the  city,  but  also 
upon  the  right  to  use  the  streets  of  the  city  for  street 
railway  operation  for  a  period  of  twenty  years ;  and  that 
inasmuch  as  under  foreclosure  the  city  would  lose  the 
right  itself,  or  through  its  grantee,  to  use  the  streets 
for  a  period  of  twenty  years,  and  would  also  lose  any 
compensation  which  the  city  might  have  received  from 
granting  such  a  franchise,  that  the  issuance  of  such  cer- 

*  Decision  rendered  by  Justice  Hand 
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tificates  would  be  an  increase  in  the  indebtedness  of  the 
city;  that  the  city  had  already  so  nearly  exhausted  its 
debt  creating  power  under  the  Constitution,  that  the  issue 
of  said  certificates  would  be  in  violation  of  the  Consti- 
tution. 

This  decision  leaves  the  Mueller  law  as  a  whole  intact, 
but  holds  the  certificate  plan  for  putting  it  into  effect  in 
Chicago  to  be  unconstitutional  and  void. 

The  decision  came  as  a  decided  surprise  to  most  Chi- 
cagoans,  for  legal  authorities  had  publicly  expressed 
themselves  as  believing  that  the  decision  of  the  Circuit 
Court  upholding  the  validity  of  the  certificates  would  be 
confirmed  by  the  Supreme  Court,  and  the  municipal 
ownership  features  of  the  new  ordinances  had  been 
largely  built  upon  this  expectation.  Special  Traction 
Counsel  Walter  L.  Fisher  immediately  announced  that  a 
petition  for  a  rehearing  might  be  filed  with  the  Supreme 
Court,  and  many  now  express  a  hope  that  the  Court  will 
reverse  its  decision,  in  case  a  new  hearing  is  granted. 

Meanwhile,  neither  the  Chicago  Railways  Company  nor 
the  Chicago  City  Railway  Company  has  filed  its  accept- 
ance of  the  ordinances,  although  the  Chicago  Railways 
Company  is  making  negotiations  whereby  it  hopes  to  se- 
cure physical  possession  of  the  Union  Traction  System  in 
the  immediate  future.  However,  inasmuch  as  the  repre- 
sentatives of  both  companies  were  active  in  the  campaign 
for  the  adoption  of  the  ordinances,  there  is  no  doubt  that 
the  legal  acceptance  of  the  companies  will  be  soon  filed 
with  the  city. 
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PART  VI. 

WHAT  OF  THE  FUTURE? 

CHAPTER  XIX. 

SERVICE. 

The  question  as  to  how  much  the  service  will  be  im- 
proved under  the  new  ordinances  is  an  interesting  one, 
permitting  of  much  speculation,  but  withal  a  vital  one. 

The  stipulation  in  the  ordinances  as  to  cars,  equipment, 
etc.,  are  specific,  and  will,  no  doubt,  in  large  part  be 
complied  with  by  the  companies,  which  fact  alone  will 
greatly  improve  the  present  conditions.  However,  it  is 
a  significant  fact,  aside  from  the  provisions  for  recon- 
struction, the  number  and  equipment  oi  cars,  etc.,  that 
the  provisions  for  an  improved  service  are  in  general 
terms,  which  in  law  may  mean  anything  or  nothing. 

The  language  in  which  the  companies  promise  an  effi- 
cient service  is:  "The  company  shall  as  promptly  as 
possible  do  the  necessary  work  and  purchase  the  necessary 
materials  and  equipment  to  put  its  entire  railway  system 
and  equipment  in  the  best  practical  condition  to  enable 
it  to  furnish  the  citizens  of  Chicago  the  quality  and  kind 
of  service  contemplated  and  required  by  this  ordinance, 
and  shall  at  all  times  maintain  the  same  at  the  highest 
practical  efficiency,"^  and  if  the  companies  **shall  fail 
to  comply  with  the  provisions  hereof  with  regard  to  the 
maintenance  of  first-class  railway  service  .  .  .  the 
city  shall  have  the  right  to  sue  for  and  recover  the  sum  of 
not  less  than  $50,  and  not  more  than  $500,  for  each  and 

'  See  Exhibit  B  in  both  ordinances. 
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every  such  failure,  and  each  day  that  such  failure  shall 
continue  shall  be  taken  and  held  for  a  separate  offense."* 

In  considering  the  power  of  the  city  to  enforce  these 
regulations  it  should  be  remembered  that  provisions  much 
more  definite  than  these  in  the  "Service  and  Comfort 
Ordinances"  had  already  been  held  by  the  courts  to  be 
void  because  of  their  uncertainty.*  What  is  the  "best 
practical  condition"  ?  What  is  "the  service  contemplated 
and  required  in  this  ordinance"?  What  is  "the  highest 
practical  efficiency"  ?  In  the  courts  these  terms  might  be 
easily  construed  as  void  because  of  their  indefiniteness. 

The  companies  "agree  to  comply  with  all  reasonable 
regulations  of  the  service  of  the  street  railway  system 
which  may  be  prescribed  by  the  city  council."  Under 
the  city's  police  power  the  companies  are  legally  bound 
to  comply  with  all  such  regulations  without  agreeing  to 
do  so,  but  the  experience  of  the  city  in  the  past  in  its 
endeavors  to  enforce  its  regulations  does  not  justify  a 
very  great  amount  of  confidence  in  this  clause. 

During  the  campaign  it  was  maintained  by  the  friends 
of  the  measures  that  the  city  is  assured  of  good  service 
because  of  the  penalty  clause.  If,  however,  the  courts 
should  hold  the  provisions  of  the  ordinances  as  void 
because  of  their  indefiniteness,  there  would  seem  to  be 
no  provisions  to  enforce  by  the  penalty  clause,  inasmuch 
as  no  offense  is  defined  by  the  ordinances. 

But  presuming  the  service  features  of  the  ordinances 
to  be  valid  and  impregnable,  in  every  respect,  the  question 
as  to  whether  any  attempted  enforcement  of  the  penalties 
provided  in  the  ordinances  would  be  effective,  opens  up  a 
vast  field  for  legal  controversy. 

Should  the  city  attempt  to  collect  such  penalties,  the 

■  Section  31,  Chicago  City  Railway  Company  Ordinance.    Section 
32,  Chicago  Railways  Company  Ordinance. 
»Cf.  p.  82. 
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ordinances  might  be  regarded  by  the  courts  either  as 
contracts  between  the  companies  and  the  city,  or  as  a 
statutory  law  and  requirement.  If  the  courts  held  the 
ordinances  to  be  contract  provisions,  the  companies  would 
undoubtedly  deny  the  right  of  the  city  to  collect  such 
penalties,  upon  the  ground  that  under  contract  law  penal- 
ties are  unenforcable.  But  if  the  courts  should  r^ard 
the  ordinances  as  statutory  law,  and  an  exercise  of  the 
city's  right  to  regulate  the  street  railway  companies,  this 
right  having  been  conferred  upon  the  city  by  the  City  and 
Village  Act,*  there  would  be  ample  opportunity  for  the 
companies  to  resist  the  payment  of  any  penalties  upon  the 
ground  that  the  exercise  of  this  right  to  regulate  is  sub- 
ject to  the  qualification  that  the  fines  or  penalties  im- 
posed to  enforce  ordinances  thereunder,  shall  not  exceed 
$200  for  a  single  offense.** 

Even  the  clause  providing  that  if  either  company  shall 
fail  to  complete  the  "immediate  rehabilitation"  within  a 
period  of  three  years  as  prescribed  in  the  ordinances  "that 
the  company  shall  be  and  is  obligated  to  pay  to  the  city 
for  each  day  that  such  neglect  or  default  shall  continue, 
the  siun  of  $10,000  as  liquidated  damages"  is  not  a 
positive  assurance  of  the  city's  ability  to  collect  this  sum. 
The  language  providing  that  this  amount  is  to  be  "liqui- 
dated damages"  would  not  necessarily  be  held  conclusive 
by  the  courts  as  to  the  intent  of  the  ordinances,  and  this 
sum  might  be  regarded  as  a  penalty  stipulation  and  there- 
fore held  to  be  unenforcable. *  It  is  also  possible  that  the 
courts  would  award  liquidated  damages  only  in  proportion 
as  actual  damage  could  be  proven  by  the  city. 

The  ordinances  contain  a  forfeiture  clause,  providing 
that  if  either  company  shall  make  default  or  neglect  in 

•  Paragraph  42,  Article  5,  Appendix  A. 
'  Paragraph  96,  Appendix  A. 
•Cf.  p.  no. 
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the  observance  of  any  of  the  conditions  prescribed,  and 
shall  continue  such  neglect  for  a  period  of  three  months  it 
may  be  compelled  to  forfeit  its  right  to  the  use  of  the 
streets.  However,  whether  in  case  of  failure  by  the 
companies  to  comply  with  the  provisions  of  the  or- 
dinances, any  court  would  declare  them  forfeited  of  their 
rights,  is  doubtful.  Forfeiture  has  been  considered  in 
various  decisions  as  merely  "the  height  of  penalty",  in 
which  case  forfeiture  would  be  open  to  the  objections 
already  pointed  out  concerning  penalty  provisions. 
However,  if  forfeiture  should  not  be  regarded,  it  is 
doubtful  if  any  court  would  declare  the  company's  rights 
to  be  forfeited,  unless  in  case  of  the  most  extreme,  gross, 
and  continued  violation,  inasmuch  as  there  is  practically 
no  precedent  in  law  for  a  city  declaring  a  public  service 
corporation  forfeited  of  its  rights,  although  forfeiture 
clauses  are  a  usual  part  of  the  franchise  grants  in  many 
states.  But  in  view  of  the  fact  that  forfeiture  clauses 
are  quite  generally  unfavorably  regarded  by  the  courts, 
and  are  seldom  if  ever  enforced  against  a  company,  un- 
less in  case  of  general  and  absolute  failure  to  comply  with 
any  part  of  the  franchise  under  which  it  is  operating, 
the  forfeiture  clause  of  the  ordinance  is  without  a  great 
deal  of  significance. 

It  is  thought  by  many  that  the  Board  of  Engineers 
will  be  a  powerful  factor  in  securing  good  service,  inas- 
much as  the  approval  by  this  Board  of  any  regulation 
passed  by  the  city  council  is  "to  be  binding  upon  the 
companies  as  to  the  reasonableness  thereof."  However, 
the  Board  will  have  no  regulations  to  pass  upon  until  the 
council  shall  in  the  future  enact  them,  in  which  case 
they  would  be  binding  upon  the  companies  r^ardless  of 
the  approval  of  the  Board.  The  attempt  to  place  police 
and  judicial  power  in  such  a  Board  is  an  absolutely  new 
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experiment  in  the  government  of  American  municipali- 
ties, and  the  success  or  failure  of  this  innovation  will  be 
awaited  by  other  cities  with  interest. 

An  examination  of  the  ordinances  opens  up  a  vast 
field  for  legal  controversy  as  to  the  usefulness  and  val- 
idity of  the  methods  provided  therein  for  enforcing  the 
service  regulations,  and  indicates  that  any  attempted  en- 
forcement of  such  provisions  may  be  resisted  by  the 
companies.  The  experience  of  the  past  has  practically 
been  that  whenever  enforcement  of  any  police  power 
ordinance  regulative  of  street  railways  has  been  at- 
tempted, it  has  been  resisted  and  contested  by  the  com- 
panies to  the  courts  of  last  resort.  Certainly,  in  this  case, 
when  the  validity  of  the  provisions  opens  such  a  vast 
opportunity  for  litigation,  there  is  every  reason  to  believe 
that  the  companies  will  stubbornly  resist  any  attempted 
enforcement  of  these  provisions.  The  companies  will 
undoubtedly  improve  the  street  railway  service  in  the 
near  future  for  their  own  interests  by  the  reconstruction 
of  the  lines,  through  routes,  etc.,  plans  for  which  are 
already  being  made.  Nevertheless,  inasmuch  as  it  is 
practically  inconceivable  that  the  city  would  employ  its 
right  to  declare  forfeiture,  and  in  view  of  the  open 
question  as  to  the  validity  of  the  other  methods  pro- 
vided for  enforcing  the  good  service  requirements, — 
one  must  conclude  the  apparently  formidable  provisions 
of  the  ordinances  are  far  from  being  iron  clad  guarantees 
of  satisfactory  service.  Therefore,  even  though  the  pro- 
visions of  the  ordinances  be  the  best  which  could  possibly 
have  been  framed,  it  appears  that  constant  alertness, 
continued  watchfulness,  and  eternal  vigilance  on  the  part 
of  the  public  will  be  necessary  if  an  efficient  service  is  to 
be  obtained. 
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CHAPTER  XX. 

COMPENSATION. 

City  Street  railways  possess  two  peculiarities  which 
entitle  municipalities  to  demand  from  them  special  com- 
pensation, the  first  being  that  the  street  railways  occupy 
public  streets  and  highways  by  permission  of  the  city, 
the  second  being  the  tendency  of  the  street  railway  busi- 
ness to  become  monopolistic  in  character.  The  history  of 
street  railways  in  American  cities  indicates  that  originally 
little  thought  was  given  to  the  value  of  the  privileges 
given  to  the  companies,  but  that  there  has  been  a  rapidly 
growing  recognition  of  the  value  of  street  privil^es  is 
proven  by  the  fact  that  practically  all  grants  made  in 
recent  years  have  contained  provisions  requiring  special 
payments  in  some  form,  to  the  municipality.  Franchise 
compensation  is  the  payment  made  to  the  city  for  the 
privileges  g^ven  by  it  to  the  street  railways  companies,  as 
distinguished  from  ordinary  property  taxes. 

The  value  of  street  railway  franchises  in  Chicago  is 
difficult  to  estimate,  owing  to  the  diversity  of  opinion 
as  to  the  proper  method  of  compensation.  The  Harlan 
Committee  (1898)  in  computing  the  value  of  franchises 
existing  at  that  time,  adopted  the  method  of  deducting 
the  cost  of  duplication  of  the  physical  equipment  from 
the  market  value  of  the  stocks  and  bonds,  which  system, 
said  the  report,*  "is  thoroughly  recognized  in  the  financial 
world."  Using  this  method,  the  Committee  found  the 
total  stock  of  the  three  main  systems^  then  operating  to 

^P.  66. 

'  Chicago  City  Railway  Company,  North  Chicago  Street  Railroad 
Company,  and  West  Chicago  Street  Railroad  Company. 

82  [804 


Digitized  by 


Google 


395]  Chicago  Traction  83 

be  $61,287,945,  and  the  bonds  $30,324,500,  making  a 
total  of  $91,612,445.  The  cost  of  duplicating  the  phy- 
sical property  was  estimated  at  $28,858,234.30,  and  there- 
fore the  value  of  the  franchises  involved  was  submitted 
as  being  $62,754,210.70.  There  is  ample  room  for  ques- 
tion, however,  as  to  whether  or  not  this  system  of  com- 
puting franchise  values  is  "thoroughly  recognized"  in 
view  of  the  fact  that  many  public  service  corporations 
have  denied  the  justice  of  the  method  in  the  courts. 

The  Civic  Federation  Report  (1901)  adopted  the 
plan  of  ascertaining  the  market  value  of  all  outstanding 
liabilities,  or  the  amount  which  would  have  to  be  ex- 
pended in  order  to  gain  complete  control  of  the  Com- 
panies, which,  according  to  the  report,  could  be  done  only 
by  purchasing  at  market  value  all  outstanding  stocks, 
bonds,  and  other  evidences  of  indebtedness — from  this 
amount  was  subtracted  the  market  value  of  all  assets  or 
the  simi  which  would  be  received  if  all  the  properties 
except  the  franchises  were  sold,  and  the  remainder  was 
accepted  as  representing  the  market  value  of  the  fran- 
chise. Using  this  method  as  a  working  basis,  the  report 
submitted  the  values  of  liabilities  on  July  i,  1901,  to  be 
$120,235,539.73,  and  the  present  value  of  assets  at  that 
time  as  $45,841,188.76,  and  therefore  estimated  the  fran- 
chise privileges  at  $74,394,050.97.  This  estimate  was 
made  at  a  time  when  it  was  believed  that  many  of  the 
franchises  would  expire  in  1903,  and  the  market  value 
of  the  stocks  was  undoubtedly  influenced  by  this  fact. 

Adopting  what  is  sometimes  called  the  Supreme  Court' 
method  for  the  valuation  of  railway  franchises, — deduct- 
ing from  the  aggregate  market  value  of  the  stocks  and 
bonds,  the  par  value  of  the  same  securities,  gives  a  quite 
different  result.     According  to  the  Harlan  Committee 


•  State  Railroad  Taxes,  92  U.  S.  Rep.,  575. 
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(1898)  we  find  that  the  total  market  value  of  the  stocks 
and  bonds  of  the  three  main  Companies*  on  December  i, 
1897,  was  $91,612,445.00,  while  the  par  value  of  the 
same  securities  was  $63,258,300.00,  which  gives  us  as 
the  value  of  the  franchise  $28,354,145.00. 

There  are  objections  to  the  validity  of  all  these  meth- 
ods of  franchise  valuation,  the  paramount  one  being  that 
the  market  price  of  street  railway  stocks  and  bonds  is 
not  always  co-incident  with  the  cash  value  of  the  proper- 
ties. The  purchase  by  individuals  of  a  few  shares  of 
street  railway  stock  for  permanent  investment  is  gener- 
ally of  small  significance  compared  with  the  large  block 
purchases  of  syndicates  for  purposes  of  consolidation  and 
control.  The  fact  that  the  intent  of  a  purchaser  is  a 
factor  in  determining  what  price  he  is  willing  to  pay,  and 
that  a  large  part  of  the  stocks  and  bonds  of  street  railway 
companies  are  not  bought  and  sold  upon  the  market  but 
change  hands  in  private  manipulations,  would  seem  to 
indicate  that  the  market  value  for  a  few  shares  of  stocks 
and  bonds  is  not  always  a  correct  basis  upon  which  to 
compute  the  cash  value  of  street  railways.  In  speaking 
of  this  method  of  determining  the  cash  value  of  railway 
properties,  the  Interstate  Commerce  Commission  in  1903' 
said :  "While  market  valuation  of  such  securities  as  show 
a  wide  market  may  be  of  great  use  in  checking  values 
arrived  at  by  other  methods,  or  in  enabling  a  correct 
interpretation  of  commercial  conditions,  the  Commission 
does  not  hesitate  to  say,  as  a  result  of  its  experience,  that 
the  rule  fails  to  justify  a  very  great  degree  of  confidence 
in  the  results  to  which  it  leads." 

However,  in  most  cases  it  is  probably  true  that  when 
but  a  small  amount  of  stock  is  offered  for  sale  at  current 

*  Cf.  foot  note  on  p.  116. 

*  Seventeenth  Annual  Report,  p.  31. 
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prices,  that  the  holders  thereof  consider  it  worth  more 
than  the  price  offered,  and  for  lack  of  a  better  method 
of  determining  franchise  values,  the  public  will  continue 
to  use  regular  market  quotations  as  a  fair  indication  of 
the  cash  value  of  the  properties,  and  will  make  its  esti- 
mates as  to  the  market  value  of  franchises  by  deducting 
from  the  amount  thus  ascertained  the  cost  of  a  duplica- 
tion of  the  physical  property,  the  market  value  of  all 
assets,  or  the  par  value  of  stocks  and  bonds. 

The  insufficiency  of  statistics  at  hand  renders  it  impos- 
sible to  reach  any  definite  conclusion  as  to  what  compen- 
sation the  companies  could  afford  to  pay  to  the  city  in 
return  for  their  privileges.  However,  an  interesting  esti- 
mate can  be  made  from  these  reports  furnished  by  the 
two  companies  to  the  Traction  Valuation  Commission 
in  1906. 

Chicago  Union  Traction  Company.* 
Account  for  year  ending  August  31,  1905. 

Gross  earnings  from  operation $9,208,530.24 

Total  operating  expenses 6,075,720.71 

Net  earnings $3.13230953 

Chicago  Crrv  Railway  Company.* 
Account  for  the  year  ending  June  30,  1906. 

Gross  earnings  from  operation $7»583,356.65 

Total  operating  expenses 5i839»354.8i 

Net  earnings $1,744,101.84 

Let  us  assume  the  value  of  the  physical  property,  as 
determined  by  the  Traction  Valuation  Commission,  to 
be  a  just  basis  upon  which  returns  should  be  made  to 
capital.  It  must,  however,  be  remembered  that  corpora- 
tions operating  under  municipal  franchise  do  not  gener- 
ally plan  on  limiting  their  capital  to  the  actual  value  of 

*  These  reports  as  filed  by  the  companies  were  taken  from  the 
books  of  the  Traction  Valuation  Commission,  through  the  courtesy 
of  the  Arnold  Engineering  Company. 


Digitized  by 


Google 


86  American  Economic  Association  [398 

their  tangible  property,  although  there  is  a  rapidly  grow- 
ing sentiment  that  such  corporations  should  be  so  limited, 
and  it  may  be  that  only  by  so  doing  can  they  be  compelled 
to  render  satisfactory  service.  However,  adopting  this 
basis  as  the  most  equitable  one  obtainable  for  the  pur- 
poses of  our  investigation,  we  find  that  the  net  earnings  of 
the  Chicago  City  Railway  Company  were  $1,744,101.84 
upon  tangible  property  worth  $16,254,492,  while  the 
net  earnings  of  the  Union  Traction  Company  were 
$3,132,809.53  upon  property  valued  at  $20,928,341.00. 
"Operating  expenses"  in  these  reports  included  all  ex- 
penditures made  during  the  year  for  construction,  re- 
pairs, etc.  Therefore,  we  find  that  if  all  the  water  were 
squeezed  out  of  the  Companies,  that  the  Chicago  City 
Railway  Company,  for  the  year  covered  by  the  report, 
would  have  been  able  to  pay  6  per  cent,  dividends,  and 
to  pay  to  the  city  $768,832.32,  while  the  Chicago  Union 
Traction  Company  would  have  been  able  to  pay  6  per 
cent,  dividends  and  turn  into  the  coffers  of  the  city 
$1,877,109.07,  both  companies  providing  for  renewals 
and  repairs  out  of  their  operating  expenses.  In  making 
this  estimate,  it  must  be  remembered  that  it  is  impossible 
to  ascertain  whether  the  expenditures  made  during  the 
year  were  a  fair  average  of  the  amount  necessary  an- 
nually to  maintain  the  roads  at  an  efficient  standard.  No 
accurate  estimate  as  to  what  percentage  of  gross  receipts 
might  justly  be  exacted  from  the  companies  can  be  com- 
piled without  the  annual  detailed  reports  of  the  com- 
panies covering  a  long  period  of  time,  and  such  reports 
are  unobtainable.  This  estimate  is  submitted  emrely  as 
showing  the  amounts  which  the  companies  could  have 
afforded  to  pay  to  the  city  during  the  year  covered  by 
the  reports,  had  their  capitalization  been  equal  to  the 
value  of  their  physical  property. 
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While  it  is  practically  impossible  to  arrive  at  any  sound 
conclusion  as  to  the  probable  net  income  of  the  com- 
panies, of  which  the  city  is  to  receive  55  per  cent.,  it  is 
impossible  to  make  an  estimate  as  to  what  the  gross 
earnings  will  have  to  be  after  the  completion  of  the  three 
year  rehabilitation  period,  in  order  that  the  city  may 
receive  any  funds  whatever  from  the  proposed  division. 

The  plan  is,^  that  after  deducting  certain  items  from 
the  earnings,  that  55  per  cent,  of  the  net  receipts  shall 
accrue  to  the  city  and  45  per  cent,  to  the  companies.  A 
division  of  the  net  receipts  is  something  entirely  new  in 
street  railway  history,  although  many  cities  have  con- 
tracts with  the  companies  requiring  a  division  of  gross 
receipts.  A  strong  argument  against  a  division  of  gross 
receipts  is  that  under  certain  circumstances  it  tends  to 
discourage  the  development  of  new  territory,  for  if  a 
company  could  barely  secure  a  return  on  a  certain  line 
without  paying  such  a  tax  it  would  probably  wait  until 
the  return  would  be  sufficient  also  to  pay  this  tax  before 
building  the  line.  The  greatest  argument  in  favor  of  a 
division  of  gross  receipts  is  that  it  is  simple  and  easily 
ascertainable.  Bion  J.  Arnold  in  the  Arnold  Report* 
(1902)  said:  "It  is  clear  to  me  that  if  money  compensa- 
tion is  to  be  required  by  the  city  for  franchise  rights,  the 
only  equitable  and  just  basis  for  compensation  to  the  city 
should  be  based  upon  a  percentage  of  gross  receipts, 
whatever  they  may  be,  of  each  of  the  companies,  payable 
annually."  It  is  hoped  that  the  plan  for  uniformity  and 
auditing  of  accounts,  as  outlined  in  the  ordinances,  will 
render  the  ascertaining  of  the  accuracy  of  the  accounts 
a  comparatively  easy  matter.  The  effort  on  the  part  of 
the  city  to  superintend  the  accounts  of  the  companies 

'  As  outlined  on  p.  97. 
•P.  38. 
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certainly  deserves  credit,  but  it  remains  to  be  seen  whether 
the  utmost  care  on  the  part  of  the  city  in  supervising 
these  accounts  can  prevent  the  companies  from  manipu- 
lating the  items,  in  case  they  care  to  do  so. 

In  making  our  estimate,  let  us  add  to  the  present 
$50,000,000  valuation  of  the  properties,  the  amount 
which  the  companies  will  be  compelled  to  invest  in  re- 
habilitation, which  is  estimated  at  $40,000,000.®  Upon 
this  $90,000,000  5  per  cent,  interest  returns  must  be  paid 
by  the  companies.  The  next  item  to  be  deducted  from 
the  gross  earnings  is  the  operating  expenses,  which  there 
is  no  absolutely  correct  method  of  ascertaining.  How- 
ever, the  Traction  Valuation  Commission  in  its  report 
said :  "A  careful  consideration  of  the  conditions  existing 
in  Chicago  led  to  the  selection  of  70  per  cent,  of  the 
gross  earnings  as  a  fair  percentage  to  be  allowed  for 
operating  expenses. "^^  The  recommendation  of  the 
Traction  Valuation  Commission,  together  with  the  fol- 
lowing reports  filed  by  the  companies  in  the  Street  Rail- 
way Investors  Guide  (1906),  would  indicate  70  per  cent, 
as  a  fair  estimate  of  operating  expenses. 

PERCENTAGE  OF  OPERATING  EXPENSES  TO  TOTAL  RECEIPTS 

Chicago  City  Railway  Company. 

1902 67.6  1904 72.01 

1903 72.23  190S 77.06 

Union  Traction  Company. 
1904 70.01 

It  is  true  that  many  European  municipalities,  in  grant- 
ing franchises,  fix  the  operating  expenses  at  50  per  cent., 
but  it  is  to  be  remembered  that  European  franchises 
limiting  operating  expenses  also  generally  regulate  the 


•This  is  the  amount  generally  agreed  upon  by  the  city  and  the 
companies  as  being  the  amount  necessary  to  rehabilitate  the  systems 
according  to  the  requirements  of  the  new  ordinances. 

"  See  p.  22,  Traction  Valuation  Commission's  Report. 
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hours  of  workingmen  and  the  wages  paid  to  them,  while 
in  America  the  wages  and  other  operating  expenses  are 
a  great  deal  higher  than  in  Europe.  Inasmuch  as  the 
companies  have  up  to  the  present  charged  all  repairs  to 
operating  expenses,  it  seems  fair  to  include  in  the  70 
per  cent,  all  allowances  for  repairs.  Therefore,  in  mak- 
ing this  estimate  we  shall  not  allow  for  the  6  per  cent, 
repairs  as  provided  for  in  the  ordinances,  but  will  merely 
add  to  the  70  per  cent  operating  expense  the  8  per  cent, 
provided  for  renewals  and  depreciation.  The  charges  for 
insurance,  taxes,  personal  damages,  etc.,  are  included  in 
operating  expenses,  while  the  expense  of  the  Board  ov 
Engineers,  after  the  period  of  immediate  rehabilitation, 
will  be  so  small  as  to  justify  the  elimination  of  that  item. 
Add  to  the  $4,500,000  interest  on  the  $90,000,000 
investment  the  78  per  cent,  for  operating  expenses  and 
renewals,  and  we  have  the  amount  necessary  to  be  de- 
rived from  the  net  earnings,  before  any  division  is  to  be 
made  between  the  companies  and  the  city.  That  is,  the 
$4,500,000  will  represent  22  per  cent,  of  the  gross  earn- 
ings, requiring  the  gross  earnings  to  reach  $20,454,545 
in  order  to  pay  returns  on  capital  invested,  operating 
expenses  and  renewals, — ^any  amount  over  and  above 
this  to  be  divided  between  the  city  and  the  companies 
in  the  ratio  of  45  per  cent,  to  the  companies  and  55  per 
cent,  to  the  city.  Inasmuch  as  the  gross  income  of  the 
two  companies  is  now  about  $17,000,000  per  year,  and 
the  average  income  of  both  companies  for  the  entire  20 
year  period  is  estimated  at  about  $20,000,000,  it  will 
readily  be  seen  that  if  the  city  is  to  receive  any  payment 
for  the  privileges  it  has  bestowed  upon  the  companies, 
the  only  hope  for  so  doing  is  in  forcing  the  operating 
expenses  to  a  point  considerably  less  than  they  have  been 
in  the  past,  thus  lessening  the  amount  to  be  deducted  by 
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the  companies  before  a  division  with  the  city  takes  place. 
It  is  urged  by  many  that  this  will  be  done,  upon  the 
ground  that  the  system,  when  reconstructed,  will  require 
less  expenditures  for  operation  than  at  present.  How- 
ever, what  percentage  of  gross  earnings  will  be  required 
by  the  rehabilitated  system  for  operating  expenses,  only 
time  can  tell. 

$90,000,000.00    Estimated  investment  at  close  of  period  of  "immedi- 
ate rehabilitation". 
5  per  cent,  interest 


$4,500,000.00    Interest  returns  on  capital 

70  per  cent,  estimated  operating  expenses. 
8  per  cent  renewals. 


$4,500,000.00  plus  78  per  cent,  of  earnings  equals  the  amount  neces- 
sary before  any  division  of  net  receipts  can  take 
place. 
I  per  cent  =      $204,54545. 
100  per  cent  =  $20454,545.00  equals  the  gross  earnings  necessary 

before  any  division  of  net  receipts 

with  the  city,  unless  operating  ex- 

X  penses  and  repairs  are  forced  bdow 

70  per  cent. 
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CHAPTER  XXI. 

CONSOLIDATION. 

Two  decades  ago  most  of  our  large  cities  were  served 
by  several  separate  horse  railway  companies.  But  with 
the  introduction  of  mechanical  traction  came  the  ten- 
dency towards  consolidation.  To-day  in  many  important 
cities  all  the  independent  companies  have  been  brought 
together  in  one  system.  This  is  true  of  Brookljm,  Balti- 
more, Philadelphia,  New  Orleans,  Milwaukee,  Denver, 
and  many  other  cities. 

However,  in  Chicago  the  division  of  the  city  into  three 
parts  by  the  river,  permitted  the  companies  to  maintain 
a  system  of  separate  territorial  operation,  until  the  con- 
solidation of  the  North  and  West  Sides  into  the  Union 
Traction  Company  in  1899.  Since  that  time  this  Com- 
pany has  divided  territory  with  the  Chicago  City  Railway 
Company,  operating  in  the  South  Side.  But  with  the 
passage  of  the  new  ordinances  looms  up  the  possibility 
of  the  consolidation  of  these  two  companies. 

It  was  admitted  during  the  negotiations  for  new 
ordinances  that  a  consolidation  of  both  companies  was 
highly  probable  in  the  near  future,  and  Mr.  Wilson,  rep- 
resenting the  Chicago  City  Railway  Company,  in  an 
address  before  the  Committee  on  Local  Transportation 
stated  that  he  expected  that  that  company  would  be  called 
upon  to  expend  $75,000,000  for  the  acquisition  and  re- 
habilitation of  the  North  and  West  Side  lines.  ^  Neither 
of  the  companies  has  as  yet  filed  its  acceptance  of  the 
ordinances.  The  Chicago  Railways  Company  must  ac- 
cept within   120  days  and  the  Chicago  City  Railway 

*  Proceedings  of  City  Council,  February  11,  1907,  pp.  30-58. 
406]  91 
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Company  is  given  90  days.  The  Chicago  Railways 
Company  is  now  negotiating  for  the  properties  of  the 
Union  Traction  Company,  but  the  ordinances  provide 
that  in  case  the  Chicago  Railways  Company  shall  fail  to 
accept  the  ordinances  within  the  time  prescribed,  that  the 
Chicago  City  Railway  Company  is  obliged  to  take  over 
the  North  and  West  Side  lines,  and  is  given  the  street 
privileges  in  those  divisions  of  the  city. 

However,  the  acceptance  of  these  ordinances  by  both 
companies  will  be  no  barrier  to  consolidation  which  may 
take  place  at  any  time,  either  before  or  after  the  accept- 
ance of  the  ordinances.  Now  that  both  companies  are 
dominated  by  the  same  financial  interests,  and  transfers 
are  to  be  required  throughout  the  city,  with  the  exception 
of  a  part  of  the  business  district,  we  may  reasonably 
expect  that  the  desire  for  economy  in  management  and 
cheaper  operation  will  at  no  distant  day  cause  a  consoli- 
dation of  the  two  companies.  Such  a  move  is  to  be 
greatly  desired  by  the  public,  for  it  would  place  the  city 
in  a  much  more  advantageous  position  in  its  efforts  to 
regulate  and  control. 
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CHAPTER  XXII. 


MUNICIPAL  OWNERSHIP. 


To  decide  whether  the  street  railway  problem  in  Chi- 
cago has  been  closed  for  twenty  years  by  the  adoption 
of  the  new  ordinances,  it  would  be  necessary  not  only  to 
understand  the  demands  which  have  been  responsible  for 
the  municipal  ownership  sentiment  so  strongly  mani- 
fested within  the  past  few  years,  but  also  to  know  whether 
these  demands  will  be  satisfied  by  the  companies  in  such 
a  way  that  the  public  will  accept  as  final  the  present  plan 
of  settlement  in  place  of  any  system  of  municipal  owner- 
ship which  may  be  suggested. 

It  can  hardly  be  denied  by  those  most  bitterly  opposed 
to  the  principle  of  municipal  ownership,  that  the  greatest 
factor  in  producing  the  widespread  municipal  ownership 
sentiment  in  Chicago  has  been  the  continual  abuse  and 
neglect  of  the  public  by  the  street  railway  companies. 
Regardless  of  financial  evils  in  the  management  of  the 
companies,  the  public  has  from  the  beginning  been  most 
interested  in  securing  an  efficient  service, — a  considera- 
tion concerning  which  the  companies  appear  to  have  been 
least  mindful.  Therefore,  it  was  unavoidable  that  the 
interests  of  the  two  parties  should  clash.  While  a  few 
may  have  favored  municipal  ownership  as  an  abstract 
governmental,  principle,  the  masses  of  Chicago  would 
never  have  taken  up  the  cry  had  they  not  despaired  of 
securing  an  adequate  service  by  any  other  method.  The 
rendering  of  the  best  possible  service,  consistent  with  fair 
returns  upon  capital  invested,  is  the  only  purpose  for 
which  a  public  utility  corporation,  operating  under  muni- 
cipal franchise,  should  be  allowed  to  exist.    The  realiza- 
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tion  of  the  fact  that  this  end  had  been  entirely  lost  sight 
of  by  the  companies,  in  their  desire  for  dividends,  gave 
birth  to  the  strong  municipal  ownership  sentiment  in 
Chicago. 

Another  factor  which  has  at  least  served  to  give  an 
impetus  to  the  municipal  ownership  spirit  already  gener- 
ated, has  been  the  widespread  publication  of  the  expe- 
rience of  other  cities  in  the  field  of  municipal  ownership. 
Especially  is  this  true  concerning  the  municipal  ownership 
experiments  of  various  cities  in  England  and  CJermany, 
the  results  of  which  have  been  constantly  proclaimed  as 
being  decidedly  successful.  The  belief  that  this  plan  was 
being  operated  in  other  places  undoubtedly  led  many  to 
the  conclusion  that  it  would  not  be  less  successful  if 
attempted  in  Chicago,  this  conclusion  having  been  reached 
entirely  regardless  of  the  fact  that  the  success  of  such  a 
plan  in  foreign  nations  should  not  be  considered  decisive 
as  to  its  probable  results  in  Chicago,  where  governmental 
affairs  and  municipal  conditions  are  so  absolutely  dis- 
similar. 

It  seems  probable  that  the  elections  of  the  past  do  not 
accurately  gauge  the  state  of  the  public  mind  upon  the 
proposition  of  municipal  ownership.  The  majorities  in 
favor  of  municipal  ownership  have  doubtless  included 
many  votes  cast  in  a  spirit  of  anger  and  exasperation. 
On  the  other  hand,  that  the  majority  of  Chicago  citizens 
are  no  longer  desirous  of  securing  municipal  ownership 
is  by  no  means  indicated  by  the  acceptance  of  the  new 
ordinances,  inasmuch  as  the  alternative  of  immediate 
municipal  ownership  secured  through  agreeable  methods 
or  the  adoption  of  the  ordinances  was  not  presented  at  the 
last  election.  The  issues  were  either  the  adoption  of  the 
ordinances,  or  municipal  ownership  through  the  plan  of 
condemnation,  which  plan  was  strenuously  opposed  on 


Digitized  by 


Google 


407]  Chicago  Traction  95 

the  grounds  that  expensive  litigation  involving  several 
years*  time,  during  which  no  improvements  would  be 
made  in  the  system,  would  follow  its  adoption. 

It  is  also  true  that  the  argument  that  these  ordinances 
were  but  stepping  stones  to  municipal  ownership  undoubt- 
edly influenced  many  voters,  who  really  wished  municipal 
ownership,  but  who  were  unfamiliar  with  all  the  pro- 
visions of  the  ordinances. 

The  slogan  of  those  promoting  the  ordinances  in  the 
last  campaign  was  "Good  service  guaranteed  at  once"  and 
it  was  only  by  the  widespread  use  of  the  promise  of  an 
immediate  rehabilitation  and  the  most  improved  street 
railway  service  in  America,  that  the  ordinances  were 
passed.  A  greatly  improved  service  is  the  thing  most 
desired,  and  the  ordinary  citizen  probably  cares  but  little 
whether  the  street  railways  be  operated  under  public  or 
private  ownership,  if  the  transportation  facilities  pro- 
vided him  are  satisfactory.  Therefore,  it  seems  safe  to 
assert  that  the  status  of  the  municipal  ownership  in  Chi- 
cago will  depend  largely  upon  the  service  rendered  by  the 
companies,  under  these  ordinances. 

If  a  rehearing  on  the  validity  of  the  $75,000,000.00 
ordinance  is  granted  by  the  Supreme  Court,  and  the 
Court  reverses  its  decision,  the  possible  methods  which 
will  be  open  to  the  city  for  acquiring  the  street  railways 
will  be : 

(i)  Purchase  through  a  trustee  company,  the  pro- 
vision being  made  in  the  ordinances  that  a  trustee  com- 
pany limited  to  5  per  cent,  interest  returns  on  the  invest- 
ment may  take  over  the  lines,  all  returns  above  these 
amounts  to  go  to  the  city  until  it  is  able  to  purchase,  the 
price  to  be  paid  by  such  a  company  to  be  the  present 
valuation  plus  the  cost  of  rehabilitation. 

(2)  The  city  may  purchase  the  lines  at  any  time,  for 
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leasing  to  a  private  company  or  for  any  other  purpose 
than  municipal  operation,  the  purchase  price  to  be  present 
valuation,  plus  the  cost  of  rehabilitation,  with  a  20  per 
cent,  bonus  on  the  whole. 

(3)  The  city  may  purchase  at  any  time  for  municipal 
operation,  the  purchase  price  to  be  the  present  valuation 
plus  the  cost  of  rehabilitation. 

While  the  passage  of  the  ordinances  does  not  legally 
deprive  the  city  of  the  right  of  condemnation,  which 
right  was  conferred  upon  the  city  by  the  Mueller  law, 
there  is  a  belief  that  not  only  the  properties  of  the  com- 
panies, but  also  these  ordinances,  as  franchise  rights, 
would  have  to  be  condemned  and  paid  for  by  the  city. 
The  unlikelihood  of  securing  the  organization  of  a  trustee 
company,  with  returns  to  capital  limited  to  5  per  cent., 
and  the  great  public  protest  which  would  inevitably  be 
raised  against  the  city  paying  a  20  per  cent,  bonus  upon 
the  present  valuation  of  the  property,  would  indicate  the 
most  probable  plan  of  the  city  acquiring  the  lines  as 
being  a  purchase  for  municipal  operation.  The  Mueller 
law  requires  a  three-fifths'  majority  for  municipal  opera- 
tion, and  the  proposition  has  as  yet  failed  to  receive  the 
required  majority.  Therefore,  if  the  $75,000,000.00  or- 
dinance is  held  to  be  valid,  any  municipal  ownership  agi- 
tation in  the  future  will  no  doubt  assume  the  nature, 
either  of  obtaining  the  necessary  three-fifths'  majority 
for  operation,  or  of  securing  enabling  legislation  from 
the  legislature  which  will  permit  municipal  operation 
upon  a  majority  vote. 

On  the  other  hand,  if  a  rehearing  is  not  given,  and  the 
present  verdict  of  the  Court  is  accepted  as  final,  there 
appears  at  present  to  be  no  way  open  by  which  the  city 
could  acquire  the  lines,  without  further  legislation.  The 
city  could  never  expect  to  purchase  the  system  from  its 
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share  of  net  receipts  for  many  years,  and  the  possibility 
of  securing  a  pro  bono  publico  corporation  to  take  over 
the  lines  with  a  5  per  cent,  limitation  on  capital  is  remote. 
Therefore,  if  the  decision  upon  the  $75,000,000.00  ordi- 
nance is  not  reversed,  it  seems  probable  that  any  muni- 
cipal ownership  agitation  in  the  future  will  direct  itself 
towards  securing  a  constitutional  amendment,  giving  the 
power  to  cities  to  increase  their  indebtedness,  for  the 
acquisition  of  various  utilities. 

The  public  demands  an  immediate  betterment  of  the 
service.  That  improved  conditions  would  accompany 
municipal  ownership  is  by  no  means  certain,  but  that  such 
a  system  could  produce  conditions  any  worse  than  those 
which  have  prevailed  in  Chicago  for  the  last  few  years 
seems  impossible.  The  agitations  of  late  years  have  made 
the  public  conscious  of  its  own  powers  in  these  matters  as 
never  before,  and  already  the  companies  have  awakened 
to  a  realization  of  the  fact  that  the  largest  possible  profits 
and  the  cheapest  possible  service  will  fail  to  promote  their 
own  interests.  Therefore,  while  the  city  may  be  unable 
by  law  to  enforce  many  of  the  good  service  features  of 
the  ordinances,  the  desire  on  the  part  of  the  companies  to 
refrain  from  arousing  the  municipal  ownership  propa- 
ganda may  prove  an  effective  means  in  securing  an 
efficient  service. 
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APPENDIX  A. 

PROVISIONS   OF  GENERAL   CITY   AND   VILLAGE   LAW   OF    1872. 

Approved  July  lo,  1872. 
In  force  July  i,  1872. 

"Section  I.  The  city  council  in  cities  .  .  .  shall  have  Uie  fol- 
lowing powers : 

"Twenty-fourth.  To  permit,  regulate  or  prohibit  the  locating, 
constructing  or  laying  a  track  of  any  horse  railroad  in  any  street, 
alley  or  public  place;  but  such  permission  shall  not  be  for  a  longer 
time  than  twenty  years." 

"Forty-second  To  license,  tax  and  regulate  hackmen,  draymen, 
omnibus  drivers,  carters,  cabmen,  porters,  expressmen,  and  all  others 
pursuing  like  occupations,  and  to  prescribe  their  compensation." 

"Ninety-sixth.  To  pass  all  ordinances,  rules,  and  make  all  regula- 
tions, proper  or  necessary,  to  carry  into  effect  the  powers  granted 
to  cities  or  villages,  with  such  fines  or  penalties  as  the  city  council 
or  board  of  trustees  shall  deem  proper :  Provided,  no  fine  or  penalty 
shall  exceed  $200.00,  and  no  imprisonment  shall  exceed  six  months 
for  one  offense. 

APPENDIX  B. 
Part  I. 

STATUS  OF  CHICAGO  CITY  RAILWAY  COMPANY'S  FRANCHISES  AS  CLAIMED 
BY  THE  CITY  OF  CHICAGO. 

Franchises  Expired, 
On  Archer  Avenue, 

Halstead  to  Western  Ave. 

Western  Ave.  to  39th  St 
On  Ashland  Avenue, 

Archer  Ave.  to  39th  St. 

39th  St.  to  55th  St. 

55th  St.  to  63rd  St. 

63rd  St.  to  69th  St. 
«8  ^ilO 


Digitized  by 


Google 


4ii] 


Chicago  Traction 


99 


On  Canal  Street, 

Archer  Ave. 
On  Cottage  Grove  Avenue, 

City  Limits  (39th  St) 
On  Dearborn  Street, 

20th  St. 
On  Eighteenth  Street, 

State  St 
On  41st  Street, 

W.  line  of  State  St 
On  47th  Street, 

Halstead  St 

Halstead  St 

W.  from  Ashland  Ave. 
On  51st  Street, 

State  St 

Indiana  Ave. 
On  55th  Street, 

W.  line  of  State  St. 
On  Halstead  Street, 

29th  St 

63rd  St 
On  Indiana  Avenue, 

City  Limits 

39th  St 

On  Jefferson  Street, 
55th  St. 

On  Madison  Street, 
Wabash  Ave. 

On  Michigan  Avenue, 
Madison  St. 

On  Randolph  Street, 
Michigan  Ave. 

On  Root  Street, 
State  St 

On  6ist  Street, 
State  St 
State  St. 


to  29th  St. 

to  S.  end  of  Avenue. 

to  21  st  St 

to  Wabash  Ave. 

to  E.  line  of  Cottage  Grove  Ave. 

to  State  St 

to  Ashland  Ave. 

to  Indiana  Ave. 
to  Grand  Blvd. 

to  E.  end  of  street 

to  River, 
to  69th  St 

to  41st  St 
to  51st.  St 

to  S.  line  of  Willow  St 

to  Michigan  Ave. 

to  Randolph  St. 

to  Wabash  Ave. 

to  Stock  Yards. 

to  Wentworth  Ave. 

to  1000  Ft.  E.  of  S.  Park  Ave. 


Viaduct  between  State  and  Wentworth. 
Madison  Ave.  to  60th. 
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On  63rd  Street, 

W.  line  of  State  St 

Halstead  St 

Ashland  Ave. 
On  69th  Street, 

Vincennes 
On  State  Street, 

22nd  St. 

City  Limits 

31st  St  W. 

39th  St 

41st  St 

55th  St. 

63rd  St 


to  E.  end  of  River, 
to  Wentworth  Ave. 
to  Halstead  St 

to  Halstead  St 


Rd.    (West    single 


to  City  Limits, 
to  S.  end  of  street 
to  39th  St 
to  55th  St 
to  6ist  St 
to  63rd  :>t 
to  Vincennes 
track. 
Stock  Yards  Dummy. 

Streets  on  any  common  highway  except  Hyde  Park  and  Lake 

Avenues. 
Applies  only  to  actual  extension  from  Willow  Street  to  State 
Line. 
On  21  St  Street, 
State  St. 
On  29th  Street, 
Canal  St 
On  31st  Street, 

Pitney  Ave. 
31st  St 
On  35th  Street, 

Cottage  Grove  Ave. 
On  38th  Street, 

Archer  Ave. 
On  39th  Street, 
State  St. 
Wentworth  Ave. 
Cottage  Grove  Ave. 
On  Throop  Street, 

31st  St 
On  VanBuren  Street, 
State  ot 


On  Vincennes  Avenue, 
State  St 
69th  St 


to  Dearborn  St 

to  Butler  St 

to  Lake  Park  Ave. 
to  Throop  St 

to  Stanton  Ave. 

to  Kedzie  Ave. 

to  Wentworth  Ave. 

to  Halstead  (S.  Single  Track). 

to  Sute  St 

to  39th  St.  (No  such  franchise.) 

to  50  ft  E.  of  E.  line  of  Wabash 

Ave. 
to  69th  St 

to  79th  St 
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On  Wabash  Avenue, 

Randolph  St 

Wabash  Ave.  Loop. 

Madison  St. 
On  Wallace  Street, 

26th  St. 

Butler  bt  from  29th 
On  Westworth  Avenue, 

6ist  St. 

39th  St. 

63rd  St 
On  Willow  Street, 

W.  line  of  Jefferson  St 


to  Madison  St 
to  Lake  St. 

to  31st  St 
to  39th  St. 

to  63rd  St. 
to  63rd  St 
to  Vincennes. 

to  E.  line  of  street 


Franchises  Operative  until  Purchase, 

On  Archer  Avenue, 

State  St 
On  Qark  Street, 

Randolph  St 

Polk  St 
On  Cottage  Grove  Avenue, 

22nd    St 


to  City  Limits  (Halstead  St). 

to  Polk  St. 
to  22nd  St 


On  i8th  Street, 

Wabash  Ave. 
On  Indiana  Avenue, 

i8th  St 

22nd  St 
On  State  Street, 

Lake  St 

Lake  St 

Lake  St 
On  22nd  Street 

State  St 
On  Van  Buren  Street, 

State  St 


to  31st  St 

to  Indiana  Ave. 

to  22nd  St. 
to  39th  St 

to  City  Limits  (31st  St), 
to  Chicago  River. 
to  the  River. 

to  Cottage  Grove  Ave. 

to  SW.  plank  road  (Ogden  Ave.). 


Franchises  Expiring  Latter  Part  of  1906. 

On  Cottage  Grove  Avenue, 

39th  St  to  67th  St  (Nov.  8). 

On  55th  Street, 

Cottage  Grove  Ave.  to  Lake  Ave.  (Nov.  8). 
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Franchises  Expiring  in  1907, 

On  Centre  Avenue, 

35th  St  to  3i8t  St 

5Sth  Street  Loop. 

Expires  with  the  street  forming  it 
On  43rd  Street, 

I.  C.  R.  R.  to  State  St 

On  Jefferson  Avenue, 

55th  St.  to  Private  right  of  way  between 

56th  and  57th  Sts. 
On  Lake  Avenue, 

From  above  right  of  way     to  55th  St 
On  Pitney  Court, 

Archer  Ave.  to  Chicago  &  Alton  Tracks. 

On  6ist    St 

Cottage  Grove  Ave.  to  100  ft  £.  of  £.  line  of  South 

Park  Ave. 
On  63rd  Street, 

L  C.  R.  R.  to  Cottage  Grove  Ave. 

On  State  Street, 

63rd  St  to  Vincennes  Road   (East  Single 

track). 
On  22nd  Street, 

State  St  to  River. 

On  26th  Street, 

Halstead  St  to  Cottage  Grove  Ave. 

On  35th  Street, 

State  St  to  Centre  Ave. 

On  39th  Street, 

Wentworth  Ave.  to  Halstead  St 

Franchise  Expiring  in  1909. 

On  Cottage  Grove  Avenue, 

67th  St  to  L.  S.  &  M.  S.  R.  R. 

68th  St  to  71st  St 

On  Keefe  Avenue, 

Anthony  Ave.  to  So.  Chicago  Ave. 

On  Rhodes  Avenue, 

So.  Chicago  Ave.  to  68th  St 

On  68th  Street, 

Rhodes  Ave.  to  Cottage  Grove  Ave. 
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On  69th  Street, 

Vincennes  Ave. 

On  South  Chicago  Avenue, 
Cottage  Grove  Ave. 


to  Anthony  Ave. 

to  I.  C.  R.  R. 
Franchise  Expiring  in  1912, 


On  47th  Street, 

State  St. 

Ashland  Ave. 
On  Grace  Avenue, 

62nd  St 
On  Madison  Avenue, 

64th  St 
On  61  St  Street, 

Cottage  Grove  Ave. 
On  62nd  Street, 

Stony  Island  Ave. 
On  63rd  Street, 

I.  C.  R.  R. 

63rd  St  Loop. 
On  64th  Stre,et, 

Stony  Island  Ave. 
On  Stony  Island  Avenue, 

63rd  St. 

63rd  St 
On  35th  Street, 

State  St 

California  Ave. 


to  Cottage  Grove  Ave. 
to  S.  W.  BouL 

to  63rd  St. 

to  63rd  St 

to  Madison  Ave. 

to  Grace  Ave. 

to  Stony  Island  Ave. 

to  Madison  Ave. 

to  62nd  St 
to  64th  St 

to  Rhodes  Ave. 
to  Centre  Ave. 


Franchise  Expiring  in  1913. 
On  63rd  Street, 

Ashland  Ave. 
Central  Park  Ave. 


to  Central  Park  Ave. 
to  Hjrman  Ave. 


Franchise  Expiring  in  1914. 
On  Centre  Avenue, 

47th  St 

63rd  St. 
On  Halstead  Street, 

69th  St. 
On  63rd  Street, 

Cottage  Grove  Ave. 

Cottage  Grove  Ave. 
On  Wallace  Street, 

39th  St  to  Root  St 


to  63rd  St 
to  75th  St 

to  79th  St. 

to  State  St 

to  C.  R.  I.  &  P.  R.  R. 
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Franchises  Expiring  in  1915, 
On  Archer  Avenue, 

39th  St.  to  5 1st  St. 

51st  St  to  S.  48th  Ave. 

On  47th  Street, 

I.  C.  R.  R.  to  Cottage  Grove  Ave. 

From  tracks  of  Co.    (Pre- 
sumably S.  W.  Blvd.)       to  Archer  Ave. 
On  59th  Street, 

State  St.  to  Western  Ave. 

On  Kedzie  Avenue, 

38th  St.  to  63rd  St. 

On  Morgan  (formerly  Laurel)  Street, 

31st  St.  to  39th  St. 

On  69th  Street, 

Leavitt  St  to  Western  Ave. 

On  29th  Street, 

Butler  St  to  Wallace  St. 

On  38th  Street, 

From     present     terminals 
(supposedly  just  west  of 

Archer  Avenue)  to  Central  Park  Ave. 

On  Throop  Street, 

31st  Street,  to  Archer  Ave. 

On  Western  Avenue, 

Archer  Ave.  to  71st  St 

Franchises  Expiring  in  igi6. 
On  51st  Street, 

State  St  to  'Western  Ave. 

On  Wentworth  Avenue, 

22nd  St.  to  Archer  Ave. 

39th  St.  to  22nd  St 

Part  II. 

STATUS  OF  CHICAGO  UNION  TRACTION  COMPANY'S  FRANCHISES  ACCORDING 
TO  CLAIMS  OF  THE  CITY. 

Franchises  Expired, 
On  Adams  Street, 

Michigan  to  Qark  St 

Gark  St.  to  soords.  W.  of  Desplaines. 

500  rds.  W.  Desplaines        to  Centre. 
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On  Alley 

Loop 

to  Limits  bams. 

Lincoln 

to 

Wrightwood  bams. 

On  Armitage 

Milwaukee 

to  Washtenaw. 

Washtenaw 

to 

California. 

On  Ashland 

Erie 

to  North  Avenue. 

North  Ave. 

to 

Qyborae. 

Belmont 

to 

Graceland. 

Graceland 

to 

Sulzer. 

On  Augusta, 

Elston 

to 

N.  40th. 

On  Austin, 

Desplaines 

to 

Centre. 

On  Belmont, 

Robey 

to  Western. 

On  Blackhawk, 

Holt 

to  Noble. 

On  Blue  Island, 

C  B.  &  Q.  R.  R. 

to 

22nd  St 

22nd  St. 

to  Western. 

On  California, 

Chicago 

to  Division, 

North 

to 

Armitage. 

On  Canalport, 

Canal 

to 

Halstead. 

On  Canal 

Lake 

to 

Harrison. 

Harrison 

to 

C  B.  &  Q. 

C.  B.  &  Q. 

to 

Canalport. 

On  Catharine  (15th  St.), 

Blue  Island 

to 

Robey. 

On  Centre  Street, 

Clark 

to 

Lincoln. 

On  Centre  Street, 

Lincoln 

to 

Racine. 

On  Centre  Avenue, 

Adams 

to 

2ISt. 

Austin 

to 

Erie. 
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On  Chicago, 

Rush 

to  Qark. 

Clark 

to  Larabee. 

I^rabee 

to  River. 

River 

to  Milwaukee. 

Milwaukee 

to  Leavitt 

Leavitt 

to  Western. 

Western 

to  California. 

On  Qark 

Washington 

to  Randolph. 

Randolph 

to  River. 

River 

to  N.  Water. 

N.  Water 

to  Illinois. 

Illinois 

to  Fullerton. 

Fullerton 

to  Limits  Station. 

Limits 

to  Diversey  plus  40  rds. 

Diversey  plus  40  rds. 

to  Devon. 

On  Qinton, 

Harrison 

to  I2th  (Forfeited  for  non-use) 

Randolph 

to  Milwaukee. 

On  Qybome, 

Division 

to  Fullerton. 

On  Qyborne  PI. 

Ashland 

to  Wood. 

On  Custom  House  Place, 

From  100  rds. 

to  350  rds.  N.  of  Qark. 

On  Dearborn, 

Michigan 

to  Kinzie. 

On  Desplaines, 

Sebor 

to  Harrison. 

Harrison 

to  Van  Buren. 

Van  Buren 

to  Adams. 

Adams 

to  Randolph. 

Randolph 

to  Lake. 

Lake 

to  Milwaukee. 

Milwaukee 

to  Austin. 

On  Division. 

State 

to  Qark. 

Qark 

to  Qybome. 

Milwaukee 

to  200  ft  W.  of  California. 

On  i8th  St., 

Halstead 

to  Leavitt 

Leavitt 

to  Oakley. 
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On  Elm, 

State 
On  Erie, 

Centre 
On  Evanston, 

Diversey 

Graceland 
On  Eugenie, 

Larabee 
On  5th  Avenue, 

Randolph 
On  4th  Avenue, 

250  ft.  near  PoUc 
On  Franklin, 

Chicago 

Harrison 
On  Fullerton, 

Connection  with  shops. 
On  Garfield, 

Lincoln 
On  Graceland, 

Evanston 

Qark 
On  Green  Bay  Road, 

Chicago 
On  Halstead, 

River 

Lake 

Milwaukee 

Middle  N.  Branch 

Clybome 

Fullerton 
On  Harrison, 

State 

Canal 

Clinton 

Desplaines 

Ogden 
On  Holt, 

Blackhawk 
On  Illinois, 

Wells 


to  Clark. 

to  Ashland. 

to  Irving. 

to  40  ft.  N.  of  Solzer. 

to  WeUs. 

to  Middle  of  River. 


to  Division, 
to  Washington. 


(No  grant.) 

to  Racine. 

to  Qark. 
to  Ashland. 

to  Wolcott  (State  St). 

to  Harrison. 

to  Milwaukee. 

to  'Middle  of  N.  Branch. 

to  Qybome. 

to  Fullerton. 

to  200  rds.  N.  E.  line  of  Qark. 

to  C^al. 
to  Qinton. 
to  Desplaines. 
to  Ogden. 
to  Western. 

to  North. 

to  Market. 
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On  Indiana, 

Halstead 

to  Western. 

Armitage 

to  Central. 

On  Jefferson, 

15th  Place 

to  Van  Buren.     (Forfeited  for 

non-use.) 

On  Lake, 

Wabash 

to  State. 

State 

to  Market. 

Market 

to  Desplaines. 

Desplaines 

to  Union  Park. 

Western 

to  Rockwell 

Rockwell 

to  Homan. 

Homan 

to  Crawford. 

On  Larabee, 

Chicago 

to  Lincohi. 

On  LaSalle  St 

Illinois 

to  Monroe. 

On  LaSalle  Ave., 

Monroe 

to  Jackson. 

On  Leavitt, 

Blue  Island 

to  i8th  St. 

Indiana 

to  Chicago. 

On  Lincoki, 

Centre 

to  Larabee. 

Larabee 

to  Fullerton. 

Fullerton 

to  Wrightwood. 

Wrightwood 

to  Belmont 

On  Lincoln  Street, 

Milwaukee 

to  Webster. 

On  Linden, 

Larabee 

to  Qark. 

On  Madison, 

Western 

to  Rockwell. 

Homan 

to  Hamlin. 

Hamlin 

to  40th  St 

On  Market, 

Madison 

to  Lake  (lapsed  for  non-constr.) 

Michigan 

to  Illinois. 

Illinois 

to  (Chicago. 

Chicago 

to  Division. 
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On  Meagher, 

Canal 

to  Jefferson.      (Forfeit   for   non- 

use.) 

On  Michigan  Avenue, 

Washington 

to  Adams. 

On  Michigan  Street, 

Rush 

to  Clark. 

Wells 

to  Market. 

On  Milwaukee, 

Lake 

to  Qinton. 

Qinton 

to  Desplaines. 

Desplaines 

to  Indiana.     (No  grant) 

Indiana 

to  North 

North 

to  Western. 

Western 

to  Armitage. 

On  Noble, 

Milwaukee 

to  Blackhawk. 

On  North, 

Western 

to  California. 

On  Ogden, 

Randolph 

to  Madison. 

Madison 

to  Western. 

Western 

to  40th  St. 

On  O'Neil, 

Halstead 

to  Car  Bams. 

On  Polk, 

5th  St. 

to  Canal. 

On  Racine, 

Qyboume 

to  Webster. 

Webster 

to  FuUerton. 

On  Randolph, 

Michigan 

to  Wabash. 

Wabash 

to  State. 

On  Rush, 

Michigan 

to  Chicago. 

On  Sangamon, 

Adams 

to  Austin. 

On  Seber, 

Desplaines 

to  Halstead. 

On  Sedgwick, 

Chicago 

to  Division. 

Division 

to  Centre. 

Centre 

to  Qark. 
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On  State, 

Washington 

to  Randolph.     (Only  right  to  op- 
erate; no  franchise.) 

Randolph 

to  Lake. 

Lake 

to  Middle  of  River. 

Middle  of  River 

to  Michigan. 

Michigan 

to  Rush. 

Rush 

to  Kim. 

Kim 

to  Division. 

On  I2th  Street, 

Wabash 

to  State. 

Canal 

to  Blue  Island. 

Blue  Island 

to  Ashland. 

Ashland 

to  Ogden. 

Ogden 

to  Western. 

Western 

to  40th. 

Van  Buren  Street  Timnel — covered  by  Tunnel  Lowerinc:  Ordi- 

nances. 

On  2ist  Street, 

Centre 

to  Western. 

On  Van  Buren, 

Western 

to  Kedzie. 

On  Washington, 

Michigan 

to  Wabash. 

Wabash 

to  Desplaines. 

On  Webster, 

Lincoln 

to  Racine. 

On  Wells, 

Middle  of  ] 

EUver. 

to  N.  Water  St. 

N.  Water 

to  Illinois. 

Illinois 

to  Division. 

Division 

to  Qark. 

On  Western, 

I2th 

to  Harrison. 

Van  Buren 

to  Madison. 

Madison 

to  Lake.    (No  grant) 

On  Wrightwood, 

Lincoln 

to  Bams. 

Franchises  Expiring  in  igoT' 

On  Belmont, 

Lincoln 

to  Robey. 

Digitized  by 


Google 


423] 


Chicago  Traction 


III 


On  Dearborn, 

Kinzie 

to  Adams. 

Van  Buren 

to  Polk. 

On  Division, 

aybornc 

to  Milwaukee. 

On  Kinzie, 

State 

to  Market 

On  Market, 

Kinzie 

to  Michigan. 

On  Monroe, 

LaSalle 

to  Dearborn. 

On  North, 

Qark 

to  Holt 

Holt 

to  Ashland. 

Ashland 

to  Milwaukee. 

On  Robey, 

Belmont 

to  Roscoe. 

On  Roscoe, 

Robey 

to  Western. 

Franchises  Expiring  in  1908. 

On  ayboum. 

Fullerton 

to  Belmont 

On  5th  St, 

I2th 

to  Polk. 

On  Jefferson, 

Madison 

to  Washington. 

Franchises  Expiring  in  igog. 

On  Halstead, 

200  ft.  N.  of  E.  line  of  Qark  to  Grace. 

On  Sheffield, 

Fullerton 

to  Lincoln. 

Lincoki 

to  Clark. 

On  Taylor 

5th 

to  Western. 

Franchise  Expiring  in  igio. 

On  Lawndale 

33rd 

to  Ogden. 

Franchises  Expiring  in  1911, 

On  Lake, 

40th 

to  48th  St. 
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On  North, 

California 

to  C  M.  &  St  P.  R.  R. 

C.  M.  &  St  P.  R.  R. 

to  W.  40th  Ave. 

W.  40th  Ave. 

to  46th. 

Franchises  Expiring  in  1912, 

On  Ashland, 

Blue  Island 

to  I2th  St. 

Lake 

to  Erie. 

On  Chicago, 

California 

to  Grand. 

On  Colorado, 

Madison 

to  W.  40th. 

On  Crawford, 

Grand 

to  North. 

On  Dearborn, 

Adams 

to  Van  Buren 

On  i8th  St., 

State 

to  Halstead. 

On  14th  St., 

Canal 

to  Robey. 

On  Indiana, 

Western 

to  W.  North. 

On  Kedzie, 

I2th  St. 

to  Madison. 

On  Milwaukee, 

Armitage 

to  Fullerton. 

On  Paulina, 

1 2th  St. 

to  Lake. 

On  Robey, 

Blue  Island 

to  Milwaukee. 

On  State, 

Madison 

to  Washington  (Single  track). 

On  Western, 

Blue  Island 

to  I2th  St. 

Harrison 

to  Van  Buren 

Lake 

to  Milwaukee. 

Franchises  Expiring  in  IQ14. 

On  Armitage, 

California 

to  Kedzie. 

Kedzie 

to  Keeney. 

Kenney 

to  44th  St  (N.). 

N.  44th  St. 

to  Grand. 
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On  Fullerton, 

Lincoln 

to  Racine. 

Racine 

to  Milwaukee. 

On  Milwaukee, 

Fullerton 

to  Logan  Square. 

Pipe  Line 

Larabee  Gas  House. 

On  Southport, 

Qybourne  Place 

to  Gyborne  Ave 

Gyborne  Ave. 

to  Lincoln 

Lincoln 

to  Gark. 

» 

Franchises  Expiring  in  1913, 

On  Chicago, 

Grand 

to  Kedzic 

On  Erie, 

E.  bank  of  River 

to  Sangoman. 

On  Harrison, 

Western 

to  Kedzie. 

On  Indiana, 

State 

to  Halstead. 

On  S.  Morgan, 

31st  St. 

to  39th  St. 

On  Sangoman, 

Austin 

to  Erie. 

On  31st  St. 

Laurel 

to  Main. 

On  Throop, 

Taylor 

to  2ISt  St 

2ISt  St 

to  Main 

On  t2th, 

40th  St 

to  46th  St 

On  2 1st, 

Halstead 

to  Centre. 

Western 

to  Douglass  Pk.  Boul. 

On  26th  St., 

Western 

to  40th  St 

On  Western, 

Milwatakee 

to  Elston 

Franchises  Expiring  in  IQ16, 

On  ArmitagCi 

EUston 

to  Milwaukee. 
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On  Ashland 

31st  St. 

to  Blue  Island  (] 

On  California, 

Ogden 

to  Kinzie. 

Division 

to  North. 

Armitage 

to  Elston. 

On  Illinois, 

Qark 

to  WHl8 

On  Kedzie, 

Ogden 

to  I2th  St 

Madison 

to  Chicago. 

On  Robey, 

Milwaukee 

to  Elston. 

Franchises  Expiring  in  1921, 

On  Alley, 

Western 

to  Power  House. 

List  of  Franchises  when  Expiration  is  Doubtful 
None. 

Franchises  Operative  until  Purchase. 
On  Blue  Island, 


Harrison 
On  Bryan, 

Randolph 
On  Qinton, 

Madison 

Madison 

On  5th  St., 

Polk 

Van  Buren 
On  Halstead, 

Harrison 
On  Lake, 

Union  Park 

Robey 
On  Madison, 

State 

Rockwell 
On  North, 

Robey 


to  C.  B.  &  Q. 

to  Lake. 

to  Harrison, 
to  Randolph. 

to  Van  Buren. 
to  Randolph. 

to  Lake. 

to  Robey. 
to  Western. 

to  Western, 
to  Homan. 

to  Western. 
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On  Randolph, 
State 
Dearborn 
LaSaUe 

to  Dearborn, 
to  LaSalle. 
to  Union  Park. 

On  I2th  Street, 
State 

to  Canal 

On  Van  Burcn, 
State 
Qark 
Ogden 

to  Qark. 
to  Ogden. 
to  Western. 

Part  IIL 

STATUS  OF  CHICAGO  UNION  TRACTION  COMPAN's  FRANCHISES  AS  O 

BY  THE  COMPANY. 

Franchises  Expired. 

On  Adams  Street, 
Michigan  Ave. 
Qark 
500  ft  W.  of  Desplaines 

to  Qark  St 

to  500  ft  W.  of  Desplaines. 

to  Centre  Ave 

On  AUey, 

Loop  at  Limits  Bam 
Lincoki 

to  Wrightwood  Bams. 

On  Armitage  Avenue, 
Milwaukee  Ave. 
Washtenaw  St 

to  Washtenaw, 
to  California  Ave. 

On  Ashland  Avenue, 
Erie 
N.  Ave. 
Belmont  Ave. 
Graceland 

to  North  Ave. 
to  Oyborae  Ave. 
to  Graceland. 
to  Sulzer. 

On  Augusta  Street, 
Ellston  Ave. 

to  N.  40th  Ave. 

On  Austin, 

Desplaines 

to  Centre  Ave. 

On  Bebnont, 
Robey 

to  Western. 

On  Blackhawk, 
Holt 

to  Noble. 

On  California, 
Chicago 
North  Ave. 

to  Division. 

to  Armitage  Ave. 
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On  Canal  Street, 

Lake 

to  Harrison 

On  Catharine  Street, 

Blue  Island  Ave, 

to  Robey  St 

On  Centre  Street, 

Qark 

to  Lincoln  Ave. 

Lincoln  St 

to  Racine  Ave. 

On  Centre  Avenue, 

Adams 

to  2ISt 

Austin 

to  Erie. 

On  Chicago  Avenue, 

Rush 

to  Clark. 

Clark 

to  Larabee. 

Larabee 

to  River. 

River 

to  Milwaukee. 

Leavitt 

to  Western 

Western 

to  Clybourne  Ave. 

On  Qark  Street, 

River 

to  N.  Water. 

N.  Water 

to  Illinois. 

Illinois 

to  Fullerton. 

FuUerton 

to  Limits  Station. 

Limits  Station 

to  Diversey. 

Diversey 

to  Devon. 

On  Clybourne  Avenue, 

Division 

to  Fullerton. 

Ashland 

to  Wood  St 

On  Custom  House  Place, 

From  100  ft.  to  350  ft.  N.  of  Qark. 

On  Dearborn  Street, 

Michigan  St. 

to  Kinzie. 

On  Desplaines  Street, 

Sebor 

to  Harrison. 

Harrison 

to  Van  Buren. 

Van  Buren 

to  Adams. 

Adams 

to  Randolph. 

Randolph 

to  Lake. 

Lake 

to  Milwaukee 

Milwaukee 

to  Austin. 

On  Division  Street, 

State 

to  Qark. 

Clark 

to  Qyboume  Ave. 
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to  Clark. 

to  Ashland. 

to  Irving  Pk.  Boul. 
to  40  ft.  N.  of  Sulzer. 

to  Wells. 


On  Elm, 

State 
On  Erie, 

Centre 
On  Evanston  Avenue, 

Diversey 

Graceland 
On  Eugenie  Street, 

Larabee 
On  4th  Avenue, 

From  100  ft.  to  300  ft.  N.  of  Polk  St. 
On  Franklin  Street, 

Chicago  to  Division. 

On  Franklin  Street, 

Harrison  St.  to  Washtenaw. 

On  Fullerton  Avenue, 

Connection  with  shops.    (No  grant.) 
On  Garfield  Avenue, 

Lincoln 
On  Graceland  Avenue, 

Evanston  Ave. 

Clark 
On  Green  Bay  Road, 
(Adjoining  Rush  St) 

Chicago  Ave. 
On  Halstead  Street, 

Milwaukee  Ave. 

Middle  N.  Branch 

Clyboume  Ave. 


Fullerton 
On  Harrison  Street, 

State 

Ogden 
On  Holt  Street, 

Blackhawk 
On  Illinois  Street, 

Wells 
On  Indiana  Street  (Grand), 

Armitage  Ave. 
On  Jefferson  Avenue, 

Meagher  St. 


to  Racine. 

to  Qark. 
to  Ashland. 


to  Wolcott  (State  St). 


to  Middle  of  N.  Branch. 

to  Qyboume  Ave. 

to  Fullerton. 

to  200  ft.  W.  of  E.  line  of  Clark. 


to  Canal, 
to  Western. 

to  North  Avenue. 

to  Market. 

to  Central  Ave. 

to  Van  Buren.    (Forfeited  for 
non-use.) 
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On  Larabee, 

Chicago 
On  LaSalle  Street  ,and  Avenue, 

Illinois 

Monroe 
On  Lincoln  Avenue, 

Centre  St 

Larabee 

Fullerton 

Wrightwood 
On  Lincoln  Street, 

Milwaukee 

On  Linden  Street, 

Larabee 
On  Madison  Street, 

Hamlin 
On  Market  Street, 

Madison 

Michigan 

Illinois 

Chicago  Ave. 
On  Meagher, 

Canal  St. 

On  Michigan  Avenue, 

Washington 
On  Michigan  Street, 

Rush 

Wells 
On  Milwaukee  Avenue, 

Western  Ave. 
On  Noble  Street, 

Milwaukee  Ave. 

On  North  Ave. 

Milwaukee  Ave. 

On  Polk  Street, 
5th  Ave. 

On  Racine  Avenue, 
Qyboume  Ave. 
Webster 


to  Lincoln. 

to  Monroe. 

to  Jackson  Blvd. 

to  Larabee. 
to  Fullerton. 
to  Wrightwood. 
to  Belmont 

to  Webster.      (Lapsed    for    non- 
construction.) 

to  Qark. 

to  40th  Ave. 

to  Lake, 
to  Illinois, 
to  Chicago  Ave. 
to  Division  St 

to  Jefferson.    (Forfeited  for  non- 
use.) 

to  Adams  St 

to  Qark. 
to  Market 

to  Armitage  Ave. 

to  Blackhawk. 

to  Western. 

to  Canal  St 

to  Webster, 
to  Fullerton. 
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On  Rush  Street, 

Michigan  Ave. 

to  Chicago  Ave. 

On  Sangamon  Street, 

Adams 

to  Austin. 

On  Sebor  Street, 

Desplaines 

to  Halstead. 

On  Sedgwick  Street, 

Chicago  Ave. 

to  Division  St. 

Division 

to  Centre. 

Centre 

to  Qark. 

On  Sute, 

Middle  of  River 

to  Michigan  St. 

Michigan  St. 

to  Rush. 

Rush 

to  Elm. 

Elm 

to  Division. 

On  I2th  Street, 

Western  Ave. 

to  40th  Ave. 

Van  Buren  St.  Tunnel, 

Covered  by  Tunnel  Lowering  Ordinance. 

On  2ist  Street, 

Centre  St. 

to  Western  Ave. 

On  Washin£,ton  Street, 

Michigan  Ave. 

to  Wabash  Ave. 

Wabash 

to  Desplaines  St. 

On  Webster  Avenue, 

Lincoln  Ave. 

to  Racine  Ave. 

On  Western  Avenue, 

I2th  St. 

to  Harrison  St. 

Madison  St. 

to  Lake  St.     (No  grant.) 

On  Wrightwood  Avenue, 

Lincoln  Ave. 

to  Bams. 

Status  of  Franchises  Operative  until  Purchase, 
(Upon  6  months'  notice.) 
On  Blue  Island  Avenue, 


Harrison  St. 

Rebecca  St. 

22nd  St. 
On  Bryan, 

Randolph 
On  Canal  Street, 

Harrison 

C.  B.  &  Q.  tracks 


to  C.  B.  &  Q. 

to  C  B.  &  Q.--22nd  St. 

to  Western  Ave. 

to  Lake. 

to  C.  B.  &  Q.  tracks, 
to  Canalport  Ave. 
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On  Canalport  Avenue, 
Canal  St. 

On  Chicago  Avenue, 
Milwaukee  Ave. 

On  Qark  Street, 

Washington  St. 
Randolph 

On  Clinton  Street, 
I2th  St. 
Madison 
Randolph 

On  Division  Street, 

Milwaukee  Ave. 

On  Eighteenth  Street, 
Halstead  St. 
Leavitt 

On  5th  Avenue, 
Polk 

Van  Buren 
Randolph 

On  Halstead, 

S.  Branch  of  River 

Harrison 

Lake 

On  Harrison  Street, 
Canal 
Qinton 


to  Halstead  St. 

to  Leavitt 

to  Randolph. 

to  Middle  of  River. 

to  Madison. 

to  Randolph. 

to  Milwaukee  Ave. 

to  200  ft.  W.  of  California  Ave 

to  Leavitt. 
to  Oakley. 

to  Van  Buren. 

to  Randolph. 

to  Middle  of  River. 

to  Harrison  St. 

to  Lake. 

to  Milwaukee  Ave. 

to  Clinton, 
to  Ogden 


On  Indiana  Street  (Grand  Avenue), 

Halstead  St  to  Western. 

On  Lake  Street, 
Wabash 
State 
Market 
Desplaines  St 
Union  Pk. 
Robey 
Western 


On  Leavitt  Street, 
i8th  St 
Chicago  Ave. 


to  State. 

to  Market 

to  Desplaines  St 

to  Union  Pk. 

to  Robey. 

to  Western. 

to  W.  40th  Ave. 

to  Blue  Island  Ave. 
to  Indiana  St 
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On  Madison  Street, 

State  St 

Western  Ave. 

Rockwell  St. 

Homan  Ave. 
On  Milwaukee  Avenue, 

Desplaines  St. 

Clinton  St. 

Desplaines  St. 

Indiana  St. 

North  Ave. 
On  North  Ave. 

Robey  St. 

Western  Ave. 
On  Ogden  Avenue, 

Randolph  St 

Madison  St 

Western  Ave. 
On  O'Neill  Street, 

Halstead  St. 
On  Randolph  Street, 

Michigan  Ave. 

Wabash  Ave. 

State  St 

Dearborn  St 

LaSalle  St 
On  State  Street, 

Madison  St 

Washington  St 

Randolph  St. 

Lake  St. 
On  I2th  Street, 

Wabash  Ave. 

State  St 

Canal  St 

Blue  Island  Ave. 

Ashland  Ave. 

Ogden  Ave. 
On  Van  Buren  Street, 

State  St 

Clark  St. 

Ogden  Ave. 

Western  Ave. 


to  Western  Ave. 
to  Rockwell  St 
to  Homan  Ave. 
to  Hamlin  Ave. 

to  Qinton  St 
to  Lake  St 
to  Indiana  St 
to  North  Ave. 
to  Western  Ave. 

to  Western  Ave. 
to  California  Ave. 

to  Madison  St 
to  Western  Ave. 
to  W.  40th  Ave. 

to  Car  Bams. 

to  Wabash  Ave. 
to  State  St 
to  Dearborn  St 
to  LaSalle  St. 
to  Union  Pk. 

to  Washington  St 
to  Randolph  St 
to  Lake  St. 
to  Middle  of  River. 

to  State  St 

to  Canal  St. 

to  Blue  Island  Ave. 

to  Ashland  Ave. 

to  Ogden  Ave. 

to  Western  Ave. 

to  Clark  St. 
to  Ogden  Ave. 
to  Western  Ave. 
to  Kedzie  Ave. 
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On  Wells  Street, 

Middle  of  River 

North  Water  St. 

Illinois  St. 

Division  St. 
On  Western  Avenue, 

Van  Buren  St. 

Franchises 
On  Belmont  Avenue, 

Lincoln  Ave. 
On  Dearborn  Street, 

Kinzie 

Van  Buren 
On  Division  Street, 

Clybom  Ave. 
On  Kinzie  Street, 

State  St. 
On  Market  Street, 

Kinzie  St. 
On  Monroe  Street, 

LaSalle  St. 
On  North  Avenue, 

Qark 

Holt  St. 

Ashland  Ave. 
On  Robey  Street, 

Belmont  Ave. 
On  Roscoe  Street, 

Robey  St. 

Franchises 
On  Qyborn  Avenue, 

Fullerton   Ave. 
On  5th  Avenue, 

I2th  St 
On  Jefferson  Avenue, 

Madison  St. 
On  Taylor  Street, 

Approach. 

Franchises 
On  Halstead  Street, 

200  ft.   N.   of  R   line 
Qark  St. 


to  North  Water  St 
to  Illinois  St 
to  Division  St 
to  N.  Qark  St 

to  Madison  St. 
Expiring  in  igoy. 

to  Robey  St 

to  Adams  St. 
to    Polk  St. 

to  Milwaukee  Ave. 

to  Market  St 

to  Michigan  St 

to  Dearborn  St 

to  Holt  St. 

to  Ashland  Ave. 

to  Milwaukee  Avt. 

to  Roscoe  St 

to  Western  Ave. 
Expiring  in  1908. 

to  Belmont  Ave. 

to  Polk  St 

to  Washington  St 

Expiring  in  igog, 

of 

to  Grace. 
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On  Sheffield  Avenue, 

FuUerton  Ave. 

Lincoln  Ave, 
On  Taylor  Street, 

5th  Ave. 

Franchises 
On  Lawndale  Avenue, 
33rd  St 

Franchises 
On  Lake  St. 

40th  Ave. 
On  North  Avenue, 

California  Ave. 

C.  M.  &  St  P. 

W.  40th  Ave. 

Franchises 
On  Ashland  Avenue, 

Blue  Island  Ave. 

Lake  St 
On  Chicago  Avenue, 

California  Ave. 
On  Colorado  Avenue, 

Madison  St 

W.  40th  Ave. 
On  Crawford  Avenue, 

Grand  Ave. 
On  Dearborn  Street, 

Adams  St 
On  i8th  Street, 

Sute  St 
On  14th  Street, 

Canal  St 
On  Indiana  Street, 

Western  Ave. 
On  Kedzie  Avenue, 

I2th  St 
On  Milwaukee  Avenue, 

Armitage  Ave. 
On  Paulina  Street, 

I2th  St 


to  Lincoln  Ave. 
to  Clark  St 

to  Western  Ave. 
Expiring  in  1910, 

to  Ogden  Ave. 
Expiring  in  1911, 

to  48th  Ave. 

to  Chicago  M.  &  St  P. 
to  W.  40th  Ave. 
to  W.  46th  Ave. 

Expiring  in  1912. 

to  I2th  St 
to  Erie  St 

to  Grand  Ave. 

to  W.  40th  Ave. 

to  W.  48th  Ave.     (Not  built) 

to  North  Ave. 

to  Van  Buren  St 

to  Halstead  St 

to  Robey  St 

to  W.  40th  Ave. 

to  Madison  St 

to  Fullerton  Ave. 

to  Lake  St 
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On  Robey  Street, 

Blue  Island  Ave. 
On  Western  Ave. 

Blue  Island  Ave. 

Harrison  St. 

Lake  St. 


to  Milwaukee  Ave. 

to  I2th  St 

to  Van  Buren  St 

to  Milwaukee  Ave. 


Franchises  Expiring  in  1914. 


On  Armitage  Avenue, 

California  Ave. 

Kedzie  Ave. 

Keeney  Ave. 

N.  44th  Ave. 
On  Fullerton  Avenue, 

Lincoln  Ave. 

Racine  Ave. 
On  Milwaukee  Avenue, 

Fullerton  Ave. 
Pipe  Line 

Larabee  Gas  House. 
On  Southport  Avenue, 

Clyboume  PI 

Qyboume  Ave. 

Lincoln  St 


to  Kedzie  Ave. 
to  Keeney  Ave. 
to  N.  44th  Ave. 
to  Grand  Ave. 

to  Racine  Ave. 
to  Milwaukee  Ave. 

to  Logan  Sq. 


to  Qyboume  Ave. 
to  Lincoln  St 
to  Qark  St 


Franchises  Expiring  in  1915. 
On  Chicago  Avenue, 

Grand  Ave.  to  Kedzie  Ave. 

On  Erie  Street, 

£.  bank  of  River  to  Sangamon  St. 

On  Harrison  Street, 

North  Ave.  to  Kedzie  Ave. 

On  Indiana  Street, 

State  St  to  Halstead  St 

On  Morgan  Street  (formerly  Laurel), 

31st  St  to  39th  St 

On  Sangoman  Street, 

Austin  Ave.  to  Erie  St 

On  31st  Street, 

Laurel  St  to  Main  St 

On  Throop  Street, 

Taylor  St  to  21st  St 

21  St  St  to  Main  St 
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On  I2th  Street, 

40th  Ave. 
On  2ist  Street, 

Halstead  St. 

North  Ave. 
On  26th  Street, 

Western  Ave. 
On  Western  Avenue, 

Milwaukee  Ave. 


to  46th  Ave. 

to  Centre  Ave. 

to  Douglass  Pk.  BouL 

to  40th  Ave. 

to  Elston  Ave. 


On  Armitage  Avenue, 

Elston  Ave. 
On  Ashland  Avenue, 

31st  St. 
On  California  Avenue, 

Ogden  Ave. 

Division  St. 

Armitage  Ave. 
On  Illinois  Street, 

Qark  St. 
On  Kedzie  Avenue, 

Ogden  Ave. 

Madison  St 
On  Robey  Street, 

Milwaukee  Ave. 


Franchises  Expiring  in  igi6. 

to  Milwaukee  Ave. 
to  Blue  Island  Ave. 


to  Kinzie  St 
to  North  Ave. 
to  Elston  Ave. 

to  Wells  St 

to  I2th  St 

to  Chicago  Ave. 

to  Elston  Ave. 


On  Alley, 

Western  Ave. 


Franchises  Expiring  in  1921, 


to  Power  House. 


Pakt  IV. 

STATUS  OF  THE  CHICAGO  CITY  RAILWAY  COMPANY'S  FRANCHISES  AS 
CLAIMED  BY  THE  COMPANY. 

Franchises  Expired. 
On  Cottage  Grove  Avenue, 

City  Limits  (39th  St)  to  S.  end  of  Avenue. 

On  41st  Street, 

W.  line  of  State  St.  to  E.  line  of  Cottage  Grove  Ave. 

On  47th  Street, 

West  from  Ashland  Ave. 
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On  51st  Street, 

State  St 

Indiana  Ave. 
On  Highways, 

In  town  of  Lake. 

In  Cook  Co. 
On  Indiana, 

City  Limits  (39th  St.) 

39th  St 
On  Jefferson  Street, 

55th  St 
On  Michigan  Avenue, 

Madison 
On  61  st  Street, 

State  St 

Madison  Ave. 
On  63rd  Street, 

W.  line  of  State  St 
On  Randolph  Street, 

Michigan  Ave. 
On  State  Street, 

City  Limits 

31st  St 

39th  St. 

55th  St 


to  Indiana  Ave. 
to  Grand  Boul. 


to  41st  St 
to  51st  St 

to  So.  line  of  Willow  St 

to  Randolph  St 

to  1000  ft  E.  of  So.  Park  Ave. 
to  60th  St 

to  E.  end  of  Street 

to  Wabash  Ave. 


to  South  end  of  street, 
to  39th  St 
to  55th  St 
to  63rd  bt 

Streets  on  any  common  highway  except  Hyde  Park  or  Lake 
Avenue. 
Applies  only  to  actual  extension  from  Willow  St.  to  State  Line. 
On  29th  Street, 


Cottage  Grove  Ave. 
On  Throop  Street, 

31st  St 
On  Van  Buren  Street, 

State  St 

On  Wabash  Avenue, 

Randolph  St 

Wabash  Ave.  Loop. 
On  Wentworth, 

6ist  St 

63rd  St 
On  Willow  Street, 

W.  line  of  Jefferson  St 


to  State  St 

to  39th  St 

to  50  ft.  E.  of  R  line  of  Wabash 
Ave. 

to  Madison  St 


to  63rd  St 

to  Vincennes  Ave. 

to  E.  end  of  St 
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Franchises  Operative  until  Purchase. 
On  Archer  Avenue, 
State  St. 

Present  terminus  of  tracks 
(Halstead  St). 


to  City  Limits  (Halstead  St.). 


Western  Ave. 
On  Ashland  Avenue, 

Archer  Ave. 

39th  St. 

55th  St. 

63rd  St. 
On  Canal  Street, 

Archer  Ave. 
On  Center  Avenue, 

35th  St. 
On  Qark  Street, 

Randolph  St. 

Polk  St. 
On  Cottage  Grove  Avenue, 

22nd  St. 
On  i8th  Street, 

State  St 

Wabash  Ave. 
On  47th  Street, 

Halstead  St 

Halstead  St 
On  Halstead  Street, 

39th  St 

63rd  St. 
On  Indiana  Avenue, 

i8th  St 

22nd  St 
On  Madison  Street, 

Wabash  Ave. 
On  Pitney  Avenue, 

Archer  Ave. 
On  Root  Street, 

State  St. 
On  61  st  Street, 

State  St 


to  Western  Ave. 
to  39th  St 

to  39th  St 
to  ssth  St. 
to  63rd  St 
to  69th. 

to  39th  St 

to  31st  St 

to  Polk  St. 
to  22nd  St 

to  31st  St 

to  Wabash  Ave. 
to  Indiana  Ave. 

to  State  St. 

to  Ashland  Ave. 

to  River, 
to  69th  St. 

to  22nd  St 
to  39th  St. 

to  Michigan  Ave. 

to  Chicago  &  Alton  tracks. 

to  Stock  Yards. 

to  Wentworth  Ave. 


Permission  to  use  viaduct  between  State  and  WentwortlL 
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On  63r4  Street, 

Halstead  St. 

Ashland  Ave. 
On  69th  Street, 

Vincennes  Ave. 

Halstead  St 

Ashland  Ave. 
On  79th  Street, 

Vincennes  Ave. 
On  State  Street, 

Lake  St. 

Lake  St. 

Lake  St 

22nd  St 

41st  St 

63rd  St 

track.) 
Stock  Yards  Dummy. 
On  2ist  St 

State  St. 

Canal  St. 
On  22nd  Street, 

State  St 
On  31st  Street, 

Pilvey  Ave. 
On  35th  Street, 

Cottage  Grove  Ave. 
On  38  Street, 

Archer  Ave. 
On  39th  Street, 

State  St 

Wentworth  Ave. 
On  Van  Buren  Street, 

State  St 
On  Vincennes  Avenue, 

State  St 

69th  St 
On  Wabash  Ave. 

Madison  St 
On  Wallace  Street, 

26th  St 
On  Wentworth  Avenue, 

39th  St 


to  Wentworth  Ave. 
to  Halstead  St 

to  Halstead  St 
to  Ashland  Ave. 
to  Leavitt  St. 

to  Halstead  St 

to  City  Limits  (31st  St). 

to  River. 

to  Chicago  River. 

to  City  Limits. 

to  61  St  St 

to  Vincennes  Rd.     (West  single 


to  Dearborn  St 
to  Butler  St 

to  Cottage  Grove  Ave. 

to  Lake  Park  Ave. 

to  Stanton  Ave. 

to  Kedzie. 

to  Wentworth  Ave. 
to  Halsted  St 

to  S.  W.  Plank  Rd.  (Ogden  Ave.). 

to  69th  St. 
to  79th  St 

to  Lake  St. 

to  31st  St 

to  63rd  St 
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Franchises  Expiring  Later  Part  of  1906, 
On  G)ttage  Grove  Avenue, 

39th  St.  to  67th  St     (Nov.  8.) 

On  55th  St. 

Cottage  Grove  Ave.  to  Lake  Ave.    (Nov.  8.) 

Franhises  Expiring  in  1907, 
55th  St.  Loop. 
On  43rd  Street, 

I.  C.  R.  R.  to  State  St. 

On  Jefferson  Avenue, 

55th  St.  to  Private  right  of  way  between 

56th  and  S7th  Sts. 
On  Lake  Avenue, 

From  private  right  of  way 
between  56th  and  57th        to  55th  St. 
On  6ist  Street, 

Cottage  Grove  Ave. 

On  63rd  Street, 

L  C.  R.  R. 
On  State  Street, 

63rd  St. 
On  22nd  Street, 

State  St. 
On  26th  Street, 

Halstead  St. 
On  35th  Street, 

State  St. 


to  1000  rds.  E.  of  E.  line  of  So. 
Park  Ave. 

to  Cottage  Grove  Ave. 
to  Vincennes  Road, 
to  River. 

to  Cottage  Grove  Ave. 
to  Centre  Ave. 


Franchises  Expiring  in  igog. 
On  Cottage  Grove  Avenue, 

67th  St. 

68th  St. 
On  Keefe  Avenue, 

Anthony  Ave. 
On  Rhodes  Avenue, 

South  (Thicago  Ave. 
On  68th  Street, 

Vincennes  Ave. 
On  69th  Street, 

Vincennes  Ave. 
On  South  Chicago  Avenue, 

Cottage  Grove  Ave. 


to  L.  S.  &  M.  S.  R.  R. 
to  71st  St. 

to  South  Chicago  Ave. 

to  68th  St. 

to  Cottage  Grove  Ave. 

to  Anthony  Ave 

to  L  C.  R.  R. 
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Franchises  Expiring  in  1912, 


On  47th  Street, 

State  St 

Ashland  Ave. 
On  Grace  Avenue, 

62nd  St. 
On  Madison  Avenue, 

64th  St. 
On  6ist  Street, 

Cottage  Grove  Ave. 
On  62nd  Street, 

Stony  Island  Ave. 
On  63rd  Street, 

I.  C.  R.  R  . 

63rd  St  Loop. 
On  64th  Street, 

Stony  Island  Ave. 
On  Stony  Island  Avenue, 

63rd  St. 

63rd  St 
On  35th  Street, 

State  St 

California  Ave. 


to  Cottage  Grove  Ave. 
to  Southwest  BouL 

to  63rd. 

to  63rd. 

to  Madison  Ave. 

to  Grace  Ave. 

to  Stony  Island  Ave. 

to  Madison  Ave. 

to  (S2nd  St 
to  64th  St 

to  Rhodes  Ave. 
to  Centre  Ave. 


Franchises  Expiring  in  1913, 

On  63rd  Street, 

Ashland  Ave.  to  Central  Pk.  Ave. 

Central  Pk.  Ave.  to  Hyman  Ave. 


Franchises  Expiring  in  1914, 


On  Centre  Avenue, 

47th  St 

63rd  St 
On  Halsted  Street, 

69th  St 
On  63rd  Street, 

Cottage  Grove  Ave. 

Cottage  Grove  Ave. 
On  Wallace  Street, 

39th  St 


to  63rd  St 
to  75th  St 

to  79th  St 

to  State  St 

to  C  R.  I.  &  P.  R.  R. 

to  Root  St 
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Franchises  Expiring  in  191  5. 
On  Archer  Avenue, 

39tli  St  to  51st  St 

51st  St  to  So.  48th  Ave. 

On  47th  Street, 

I.  C.  R.  R.  to  G)ttage  Grove  Ave. 

(Tracks  of  Co.,  presuma- 
bly S.  W.  Boul.)  to  Archer  Ave. 
On  59th  Street, 

State  Street,  to  Western  Ave. 

On  Kedzie  Ave. 

38th  St  to  63rd  St 

On  Morgan  (formerly  Laurel  Street), 

31st  St  to  39th  St 

On  69th  Street, 

Leavitt  St  to  Western  Ave. 

On  29th  Street, 

Butler  St  to  Wallace  St 

On  38th  Street, 

Archer  Avenue,  to  Central  Pk.  Ave. 

On  Throop  Street, 

31st  St  to  Archer  Ave. 

On  Western  Avenue, 

Archer  Ave.  to  71st  St 

Franchises  Expiring  in  1916, 
On  57th  Street, 

State  St  to  Western  Ave. 

On  Wentworth  Avenue, 

22nd  St  to  Archer  Avenue. 

39th  St  to  22nd  St 
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PREFACE. 

This  paper  deals  with  such  labor  legislation  of  Rhode 
Island  as  applies  particularly  to  factories.  The  selection 
of  laws  for  discussion  has  been  to  some  extent  a  matter 
of  personal  judgment  and  may  appear  somewhat  arbi- 
trary. The  aim  has  been  to  give  chief  attention  to  laws 
which  are  under  the  jurisdiction  of  the  state  factory 
inspectors.  The  analytical  table  of  contents  is  arranged 
for  those  wishing  a  brief  summary  of  the  conclusions 
reached. 

I  wish  to  make  grateful  acknowledgment  to  the  Car- 
negie Institution  of  Washington  for  financial  aid  given 
me  while  collecting  material  for  this  study.  I  desire 
to  express  particular  obligation  to  Professors  Clive  Day 
and  Henry  W.  Farnam  for  advice  and  criticism.  It  is 
a  pleasure  to  acknowledge  my  indebtedness  to  Mr.  Clar- 
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CHAPTER  I. 

INTRODUCTION  I    A  SKETCH   OF  THE  FACTORY  SYSTEM   IN 
RHODE  ISLAND. 

Factory  legislation  has  been  developed  to  guard  the 
physical  and  moral  health  of  laborers  employed  in  manu- 
facturing establishments.  Such  legislation  is  a  con- 
comitant of  the  factory  system.  It  may  be  well,  there- 
fore, by  way  of  introduction  to  sketch  briefly  the  growth 
of  manufactures  in  Rhode  Island.^ 

The  State  has  long  been  a  leader  in  manufacturing 
enterprises:  in  colonial  days  it  excelled  in  such  forms 
of  manufacturing  as  then  existed  in  America;  at  Paw- 
tucket  in  1790  the  first  cotton  mill  in  America  was  es- 
tablished; and  at  the  present  time  Rhode  Island  is  the 
most  purely  industrial  of  all  the  States  and  has  the 
greatest  density  of  population,  407  inhabitants  to  the 
square  mile.  By  the  census  of  1900,  the  State  led  all 
others  in  the  value  per  capita  of  its  manufactured  goods. 
The  proportion  of  wage  earners  employed  in  manu- 
fuctures  in  1900  averaged  23.1  per  cent,  of  the  total 
population,  or  98,813  out  of  a  population  of  428,556. 
The  greatest  number  employed  at  any  one  time  during 
the  year  was  no  less  than  27.1  per  cent. 


*The  brief  summary  here  given  of  the  factory  system  in  Rhode 
Island  is  based  on  Bowditch:  Industrial  Development  of  Rhode 
Island  (Field:  State  of  Rhode  Island  and  Providence  Plantations, 
Vol.  Ill,  pp.  323-386)  ;  Jones :  Transitions  of  Providence  from  a 
Commercial  to  a  Manufacturing  Community;  Bishop:  History  of 
American  Manufactures;  Twelfth  Census  of  the  United  States, 
Vol.  VIII,  Part  II. 


Digitized  by 


Google 


2  American  Economic  Association  [444 

The  manufacture  of  textiles  is  the  leading  industry 
of  the  state.  As  has  been  mentioned,  Samuel  Slater 
in  copartnership  with  Moses  Brown  established  at  Paw- 
tucket  in  December,  1790,  the  first  cotton  spinning  mill 
in  America.  Though  several  other  mills  were  soon  after- 
ward put  into  operation,  it  cannot  be  said  that  cotton 
manufacture  was  an  immediate  success.  Owing  to  the 
lack  of  capital,  to  high  wages,  high  interest  rates,  poor 
machinery,  and,  above  all,  to  a  lack  of  skilled  labor,  very 
little  progress  had  been  made  by  1806.  After  that  date 
conditions  improved,  but,  as  Jones  gives  abundant  evi- 
dence, manufactures  cannot  be  considered  as  firmly  as- 
tablished  in  Rhode  Island  until  1824.  The  power  loom 
for  cotton  cloth  was  not  introduced  until  181 7  and  for 
many  years  after  that  date  the  mills  were  chiefly  occu- 
pied in  supplying  yam  to  be  used  on  hand  looms  in  the 
homes  of  workers.  Between  1824  and  1840,  commerce 
and  agriculture  steadily  declined  in  importance  and 
Rhode  Island  became  essentially  a  manufacturing  state. 
In  1832,  according  to  statistics  compiled  under  the 
auspices  of  the  National  Tariff  Convention,  there  were 
116  cotton  mills  in  the  state  giving  employment  to  8,500 
persons.  In  i860,  the  mills  numbered  135  and  em- 
ployed 12,089  workers.  In  1900,  there  were  87  mills 
with  a  working  force  of  24,032  persons. 

Rhode  Island  is  also  a  center  for  the  manufacture  of 
woolens  and  worsteds.  The  first  use  of  power  machinery 
in  woolen  manufacture  was  at  Peacedale,  South  Kings- 
ton, by  Rowland  Hazard  in  1804.  ^^  1832,  the  nine- 
teen mills  of  the  state  employed  383  persons.  The  census 
of  i860  showed  57  mills  employing  4,229  hands.  The 
majority  of  the  large  mills  have  been  established  since 
i860.  The  returns  for  1900  give  yy  woolen  and  worsted 
mills  employing  17,606  persons.     This  does  not  include 
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15  hosiery  and  knit  good  factories  with '1,594  employees. 

Ranking  next  in  importance  to  its  textile  establish- 
ments are  the  iron  mills  and  machine  shops  of  the  state. 
Rhode  Island  in  early  colonial  days  became  noted  for 
its  machine  shops  and  foundries  and  has  maintained 
a  leading  position  in  these  industries.  Throughout  the 
Revolution  the  state  supplied  a  large  portion  of  the  can- 
non and  small  arms  used  by  the  American  armies.  The 
machinery  for  the  early  cotton  mills  was  made  in  the 
state.  In  1900  the  iron  works  numbered  144  and  em- 
ployed an  average  number  of  8,800  persons.  Rhode 
Island  ranks  first  among  the  states  in  the  manufacture 
of  jewelry.  In  1805  there  were  four  firms  in  Providence 
giving  employment  to  30  hands.  In  1825,  the  number 
of  establishments  had  increased  to  eleven,  but  none  em- 
ployed over  twenty  hands.  The  establishments  numbered 
86  in  i860.  By  the  census  of  1900  there  were  in  Provi- 
dcr.ce  207  icw.lry  establishments,  giving  work  to  6,977 
persons. 

For  those  who  are  statistically  inclined  the  following 
summary  of  manufactures  in  the  state  is  adjoined : 
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CHAPTER  11. 
Child  Labor. 

I.    Conditions  and  Attempted  Legislation  before  1840. 

The  principle  of  common  law  that  all  persons  under 
twenty-one  years  of  age  have  a  claim  to  special  protec- 
tion from  the  state  was  inherited  by  the  American  States 
from  England.  This  principle  was  early  shown  in  the 
English  laws  dealing  with  inheritance  and  contracts,  and 
by  the  special  provisions  guarding  the  rights  of  minor  ap- 
prentices. These  apprentice  laws  were  practically  copied 
by  the  American  colonial  assemblies  and  later  were  incor- 
porated as  part  of  the  statutes  of  the  states. 

It  is  natural,  therefore,  that  in  Rhode  Island,  as  in 
most  of  the  states,  the  law  designed  to  correct  the  evils 
of  child  labor  should  have  been  the  first  phase  of  labor 
legislation  to  attract  public  attention  and  support.  The 
laws  relating  to  the  work  of  children  have  been  most 
often  before  the  General  Assembly,  and  the  public  attitude 
to  such  measures  is  still  a  fair  index  of  its  opinion  of 
all  legal  restrictions  upon  labor  contracts. 

During  the  i8th  century  children  had  long  been  em- 
ployed under  the  domestic  system  of  manufacture  and  the 
severity  of  the  work  and  hours  was  perhaps  equal  to 
that  under  the  early  factory  system,  but  as  the  little 
laborers  were  not  concentrated  in  large  numbers  so  as  to 
strike  the  public  conscience,  no  serious  attempt  was  made 
to  remedy  these  conditions.  Parents  would  have  re- 
garded as  an  infringement  upon  a  fundamental  right 
any  measure  preventing  them  from  employing  their  chil- 
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dren  in  their  own  homes  in  any  manner  they  saw  fit  It 
was  only  after  the  workers  had  been  gathered  together  in 
the  mills,  that  agitation  for  remedial  legislation  became 
practical.  The  many  abuses  and  failings  of  the  factory 
system  were  recognized  at  an  early  date ;  but,  on  the  other 
hand,  its  beneficial  aspects  have  not  received  adequate 
attention.  The  critics  of  the  system  do  not  seem  fully  to 
realize  that,  by  bringing  large  numbers  of  workers  into 
close  association,  by  the  greater  strategic  power  given 
labor  unions,  and  the  increased  opportunity  afforded  for 
selecting  efficient  union  leaders,  the  factory  has  been 
one  great  force  in  the  modern  labor  movement.  Before 
men  could  act  in  concert,  it  was  necessary  that  they  be 
assembled  in  large  groups  and  made  to  realize  their  com- 
mon interests  and  opportunities. 

There  was  no  definite  objection  made  against  child 
labor  before  1828  for  the  very  good  reason  that  not  until 
a  few  years  previous  to  that  date  could  the  factory  sys- 
tem be  said  to  be  established  in  Rhode  Island.  In  1824, 
the  chief  interests  of  New  England  were  still  ship-build- 
ing, commerce,  and  the  fisheries.  Webster,  in  his  oppo- 
sition to  the  tariff  of  this  year,  was  a  typical  advocate  of 
these  older  interests,  which  were  gradually  giving  place 
to  those  of  a  new  industrial  regime.  Dr.  William  Jones, 
in  his  careful  study  of  the  changes  in  Rhode  Island  in- 
dustry, gives  the  period  1806- 1824  as  one  of  transition 
from  commercial  to  industrial  interests,  and  states  that 
not  until  the  end  of  this  period  could  manufactures  be 
said  to  have  become  predominant.^  It  was  not  until  181 7 
that  the  power  loom  came  into  use,  and  long  after  that 
date  the  factories  were  chiefly  occupied  in  the  making  of 
yarn  to  be  woven  in  the  homes  of  the  workers.    During 

"Jones:  The  Transition  of  Providence  from  a  Commercial  to  a 
Manufacturing  Community,  p.  10. 
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the  first  third  of  the  century,  therefore,  the  extent  of 
manufactures  was  not  such  as  to  make  the  question  of 
child  labor  one  of  vital  importance  to  the  public. 

Early  Attitude  of  Public  Toward  Child  Labor, — ^The 
attitude  of  the  public  to  the  labor  of  women  and  children 
during  these  early  days  of  the  factory  system  was  very 
different  from  that  of  our  own  day,  and  this  must  be 
borne  in  mind  in  considering  what  might  otherwise  ap- 
pear cruel  and  callous  on  the  part  of  the  employer.  It 
was  then  thought  most  beneficial  that  women  and  chil- 
dren should  work,  and  the  cotton  *mill  was  welcomed  as 
giving  employment  to  a  part  of  the  population  which 
would  otherwise  have  been  comparatively  idle.  When 
Slater  set  hundreds  of  children  to  work  in  his  factory  he 
was  convinced  that  such  was  a  most  beneficent  and  public- 
spirited  act.  It  was  in  the  "mores"  of  the  time  for  chil- 
dren to  be  made  to  work;  therefore,  for  such  a  society, 
child  labor  was  right.  Miss  Edith  Abbott  has  shown  it 
is  a  mistake  to  think  that  only  within  recent  years  have 
women  and  children  taken  a  prominent  part  in  indus- 
trial production.  On  the  contrary,  they  formed  almost 
the  entire  labor  force  of  the  early  factories.^  This  atti- 
tude toward  child  labor  was  an  inheritance  from  the 
previous  century  when,  with  the  limited  subsistence 
yielded  by  hand  production,  it  was  perhaps  necessary  for 
the  child  to  be  self-supporting.  With  our  modern  ma- 
chine production  the  surplus  is  so  large  that  there  is 
little  danger  of  the  great  mass  of  the  workers  falling  to 
the  subsistence  level ;  hence,  child  labor  is  not  needed  and 
is,  therefore,  tabooed  by  the  best  public  opinion. 

As  an  instance  of  the  early  attitude  towards  work  by 
children,  it  may  be  noted  that  the  Boston  "Society  for 
Encouraging  Industry  and  Employing  the  Poor"  was  or- 

•  Journal  Pol.  Econ.,  Vol.  XIV  (Oct.,  1906). 
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ganized  in  1751  to  "employ  our  own  women  and  children 
who  are  now  in  a  great  measure  idle."*.  In  1770,  a 
memorial  presented  to  the  General  Court  of  Massachu- 
setts stated  that  because  of  the  increasing  number  and 
expense  of  the  poor,  rooms  had  been  engaged  and  spin- 
ning wheels  set  up  "for  employing  young  females  from 
eight  years  old  and  upward  in  earning  their  own  sup- 
port."* Hamilton  was  in  agreement  with  the  spirit  of 
the  time  when  in  the  course  of  his  "Report  on  Manu- 
factures" in  1 791,  he  said: 

"It  is  worthy  of  particular  remark  that,  in  general, 
women  and  children  are  rendered  more  useful,  and  the 
latter  more  early  useful,  by  manufacturing  establish- 
ments than  they  would  otherwise  be.  Of  the  number  of 
persons  employed  in  cotton  manufactories  in  Great 
Britain,  it  is  computed  that  four-sevenths,  nearly,  are 
women  and  children;  of  whom  the  greatest  portion  are 
children,  and  many  of  them  of  a  tender  age."** 

Slater  says  in  a  letter  of  1827 :  "The  wool  business  re- 
quires more  man  labor  and  this  we  study  to  avoid."* 
The  manufacturers  were  successful  in  this  study  to  avoid 
employing  men,  but  were  very  sensitive  to  criticism  di- 
rected against  such  a  policy.  The  "Rhode  Island  Ameri- 
can" in  replying  to  Thomas  Campbell's  "Lines  on  Re- 
visiting a  Scottish  River"  had  this  to  say  i"^ 

"It  is,  to  be  sure,  very  poetic  to  talk  about  'chaining 
childhood  to  Ixion's  wheel,'  but  plain  sense  tells  us  honest 

'Bagnall:  Textile  Industries  of  U.  S.,  p.  33.  (Cited  by  Miss 
Abbott,  p.  491). 

*  Cited  by  Edith  Abbott,  Jour.  Pol.  Econ.,  XIV,  p.  492. 

*  Hamilton's  Works,  Vol.  Ill,  p.  207. 
•White:  Life  of  Slater,  p.  131. 

*  The  lines  especially  referred  to  were : 

**Yon  pale  mechanic,  bending  o'er  his  loom, 
And  Childhood's  self,  as  at  Ixion's  Wheel 
From  mom  to  midnight  tasked  to  cam  its  little  meal." 
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labor  is  much  better  than  the  most  romantic  indolence, 
even  for  'children/  which  had  better  be  taught  to  earn 
than  to  beg  its  little  meal.  Doubtless  in  many  of  the 
British  manufactories  children  are  overtasked,  and  weav- 
ers become  sickly  by  excess  of  labor;  but  even  this  evil 
is  vastly  less  than  the  misery  attending  an  overflowing 
and  unemployed  population.  *  *  *  They  [the  chil- 
dren] are  better  employed  in  being  'fashed'  even  with 
too  much  labor,  than  suffered  to  grow  up  in  ignorance 
of  any  occupation,  and  pine  in  sloth,  rags  and  wretched- 
ness."® 

Early  Conditions  of  Child  Labor, — What  were  the 
conditions  as  regards  child  labor  which  prompted  the 
early  attempts  at  legislation?  Though  manufacturing 
had  not  yet  become  the  dominant  interest  in  Rhode  Island, 
there  is  evidence  that  children  formed^ a  large  part  of  the 
labor  force  of  such  establishments  as  existed  in  the  early 
days  of  the  factory  system.  In  the  first  cotton  mill  of 
America,  Samuel  Slater  began  work  in  December,  1790, 
with  four  spinners  and  carders.  This  force  was  soon 
increased  by  the  addition  of  five  children  from  seven 
to  twelve  years  of  age.® 

This  plan  of  employing  young  children  seems  to  have 
been  continued,  for  Josiah  Quincy,  who  made  a  journey 
through  southeast  New  England  in  1801,  gives  us  this 
glimpse  of  the  Slater  mill : 

"All  the  processes  of  turning  cotton  from  its  rough 
into  every  variety  of  marketable  thread  state,  such  as 
cleaning,  carding,  spinning,  winding,  etc.,  are  here  per- 
formed by  machinery  operated  by  Water-wheels,  assisted 
only  by  children  from  four  to  ten  years  old,  and  one 

'Rhode  Island  American,  Mar.  21,  1828. 

•Field:    State  of  Rhode  Island  and  Providence  Plantations,  Vol. 

HI,  p.  343. 
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superintendent.  Above  an  hundred  of  the  former  are 
employed  at  the  rate  of  from  12  to  25  cents  for  a  day's 
labor.  Our  attendant  was  very  eloquent  on  the  useful- 
ness of  this  manufacture,  and  the  employment  it  sup- 
plied for  so  many  poor  children.  But  an  eloquence  was 
exerted  on  the  other  side  of  the  question  more  command- 
ing than  his,  which  called  us  to  pity  these  little  creatures, 
plying  in  a  contracted  room,  among  flyers  and  coggs,  at 
an  age  when  nature  requires  for  them  air,  space,  and 
sports.  There  was  dull  dejection  in  the  countenances 
of  all  of  them.  This  united  with  the  deafening  roar  of 
the  falls  and  the  rattling  of  the  machinery  put  us  in  a 
disposition  easily  to  satisfy  our  curiosity."^® 

With  the  extension  of  cotton  and  woolen  manufacure, 
the  number  of  minors  employed  increased.  This  attracted 
attention  but  did  not  persuade  the  public  to  action. 
Though  there  were  cases  of  individual  indignation,  the 
public  was  passive  and  its  interests  perfunctory.  In  1824, 
Mr.  Burgess  stated  in  the  General  Assembly  that  there 
were  "2,500  children,  excluding  weavers,  from  the  age 
of  seven  to  fourteen  years  employed  in  the  manufactures 
of  the  state.*'^^  Throughout  this  period  there  were  ad- 
vertisements appearing  in  the  papers  of  which  the  follow- 
ing is  a  fair  example:  "Ten  or  twelve  good  respectable 
families  consisting  of  4  to  5  children  each,  from  9  to 
sixteen  years  of  age,  are  wanted  to  work  in  a  cotton 
mill  in  the  vincinity  of  Providence.  *  *  *  Apply  to 
William  Sprague,  Jr.  at  Natick  Village.""  These  notices 
became  numerous  at  this  date  and  show  that  the  demand 
for  child  labor  was  increasing.  In  a  letter  to  the  "Na- 
tional Intelligencer"  John  Whipple  of  Rhode  Island  said, 

*•  Account  of  Journey  of  Josiah  Quincy,  1801.    Proceedings  Massa- 
chusetts Historical  Society,  2nd  series,  Vol.  IV,  p.  124. 
"Mfg.  &  Farm.  Jour.,  Jan.  26,  1824.    (Cited  by  Jones.) 
"Mfg.  &  Farm.  Jour.,  Jan.  17,  1828. 
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in  speaking  of  the  advantages  of  machine  production,- — 
"A  thousand  spindles  require  on  the  average,  41  persons 
within  the  factory.  All  the  machinery  in  the  country  re- 
quires but  39,031  persons,  principally  women  and  chil- 
dren."**  For  the  year  1830  it  was  estimated  that  about 
two-fifths  of  the  persons  employed  in  factories  were 
between  the  ages  of  seven  and  sixteen  years.  ^* 

The  following  statistics  given  by  Pitkin,  for  cotton 
manufacture  in  1831,  are  of  special  value  r^*^ 

N.  Hamp.  Mass.  Conn.  Rhode  I. 

Capital   $5,300,000  $12,891,000  $2,825,000  $6,262,340 

No.  Mills 40  250  94  1 16 

No.  Spindles 1 13,776  339,777  1 1 5,528  235,753 

No.  Looms  3,530  8,981  2,609  5,773 

Yds.  of  Qoth 29,060,500  79,231,000  20,055,500  37,121,681 

Males  Employed 875  2,665  i,399  ^f73^ 

Wages  per  Week $6.25  $7.00  $4.50  $5.25 

Females  Employed  . . .           4,090  10,678  2,477  3,297 

Wages  per  Week $2.60  $2.25  $2.20  $2.20 

Children  under  12  yrs,               60     439  3472 

Wages  per  Week $2.00     $1.50  $1.50 

It  is  seen  that  according  to  this  estimate  there  were  in 
1 83 1  in  Rhode  Island  3,472  children  under  twelve  years 
of  age,  as  compared  to  60  in  New  Hampshire  and  439 
in  Connecticut.  Even  if  it  is  granted  that  the  number 
for  Rhode  Island  was  over-estimated  it  still  appears  that 
the  state  was  especially  given  to  the  employment  of  child 
workers. 

Factory  Sunday  Schools, — The  early  attempts  to  edu- 
cate the  factory  children  took  the  form  of  Sunday  schools 
in  which  the  little  workers  were  instructed  in  elementary, 
secular  subjects.  The  first  of  such  schools  was  established 
by  Samuel  Slater  in  connection  with  his  factory,  in  1796, 

■•  Providence  Patriot,  Mar.  29,  1828. 
"  Grieve :   History  of  Pawtucket,  p.  98. 
"  Pitkin's  Statistics  of  the  U.  S.,  p.  526. 
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similar  schools  having  been  in  operation  at  the  mills  of 
Strut  and  Arkwright  when  Slater  left  England.^®  These 
schools  became  more  numerous  with  the  extension  of 
cotton  manufacture.  From  Pawtucket,  they  were  intro- 
duced into  Providence  in  1815.^''  Dicey  thinks  that  the 
factory  Sunday  school  was  introduced  in  England  be- 
cause the  manufacturers  knew  that  public  indignation 
would  be  aroused  if  the  children  received  absolutely  no 
instruction.^®  Southey  complained  that  the  mill  owners 
had  "converted  Sunday  into  a  schoolday."  The  question 
arises:  did  a  similar  motive  actuate  the  manufacturers 
of  Rhode  Island  ?  There  is  no  proof  for  such  an  allega- 
tion, and  we  may  as  well  give  the  mill  owners  the  benefit 
of  the  doubt.  These  schools  were  subsequently  taken 
under  the  patronage  of  the  different  religious  societies 
and  made  to  serve  the  purpose  of  religious  instruction.** 
The  Rhode  Island  American,  after  giving  a  list  of  the 
Sunday  schools  in  1828,  remarks :  "Every  factory  in  the 
State  ought  to  have  its  Sunday  school.  There  is  no  better 
means  of  refuting  the  argument  to  often  urged  against 
manufactures  that  they  tend  to  demoralize  and  debase 
the  rising  generation."^® 

Factory  Children  and  the  Beginning  of  Public  Educa- 
tion,— Though  the  public  school  law  of  1800  was  passed 
chiefly  through  the  influence  of  the  Providence  Associa- 
tion of  Mechanics  and  Manufacturers,^*  Jones  is  of  the 
opinion  that  the  act  was  "in  no  wise  intended  to  give  to 


**Mfg.  &  Farm.  Jour.,  Aug.  13,  1835;  Staples:  Annals  of  Prov., 
p.  532. 

"  White :   Memoir  of  Slater,  p.  108. 

"  Dicey :   Law  and  Opinion  in  England,  p.  222. 

"Mfg.  &  Farm.  Jour.,  Aug.  13,  1835;  White:  Memoir  of  Slater, 
p.  108. 

"  R.  I.  Amer.,  April  18,  1828. 

"  See  petition  to  Gen.  Assem.,  Feb.,  1799. 
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the  factory  children  the  benefit  of  school  instruction."*^ 
There  is  reason  to  believe  that  the  measure  was  not  de- 
manded by  the  laboring  classes.  John  Howard,  who  was 
foremost  in  securing  the  passage  of  the  act  says,  *lt  is  a 
curious  fact  that  throughout  the  whole  work  it  was  most 
unpopular  with  the  common  people  and  met  with  most 
opposition  from  the  class  it  was  designed  to  benefit."** 
This  first  attempt  to  establish  free  schools  was  "virtually 
defeated  by  simple  non-enforcement"**  and  the  act  was 
formally  repealed  at  the  February  session  1803.  During 
the  subsequent  twenty-five  years  all  attempts  to  reeestab- 
lish  a  system  of  public  schools  were  unsuccessful. 

The  tardy  adoption  and  late  development  of  the  idea 
of  public  education  was  probably  due  to  the  earnest  desire 
of  the  people  to  keep  the  Church  and  State  separate  and 
prevent  any  religious  denomination  from  gaining  pre- 
dominance by  sectarian  teaching  in  the  State  schools.  Dr. 
Tolman  is  of  the  opinion  that  the  desire  to  maintain  re- 
ligious freedom  was  one  of  the  chief  reasons  for  the  slow 
growth  of  a  system  of  education,**^  and  this  argument  is 
g^ven  more  complete  statement  by  Richman.*®  This 
insistence  upon  complete  religious  toleration  combined 
with  a  high  spirit  of  individualism  which  opposed  any 
suggestion  of  state  paternalism  thus  retarded  the  estab- 
lishment of  free  schools  and  indirectly  made  the  evils  of 
child  labor  more  acute. 

In  18 18,  Governor  Knight  in  a  message  to  the  General 
Assembly  called  attention  to  the  need  of  providing  public 

"  Jones :  Transition  of  Providence  from  a  Comm.  to  a  Mfg.  Com- 
munity, p.  26. 

"  Stone :   Life  and  Recollections  of  John  Howard,  p.  138. 

••  Stockwell :  History  Pub.  Educa.  in  Rhode  Island,  p.  21. 

•  W.  H.  Tolman :  "History  of  Higher  Education  in  Rhode  Island," 
p.  25. 

"  Richman :   History  of  Rhode  Island. 
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education  for  the  factory  children.  He  emphasized  the 
fact  that  a  large  number  of  children  were  growing  up  in 
ignorance  and  that  this  was  a  special  danger  to  a  demo- 
cratic government.^''  In  1820,  the  Governor  submitted  a 
plan  for  the  establishment  of  a  system  of  public  schools, 
which  was  in  many  respects  similar  to  that  finally  adopted 
in  1828.28 

About  this  time  several  evening  schools  were  estab- 
lished by  the  different  mills.  The  first  of  these  factory 
evening  schools  is  said  to  have  been  established  in  182 1 
by  Rowland  G-  Hazard  at  Peacedale.^® 

The  first  definite  proposal  for  a  child  labor  law  seems 
to  have  been  made  by  Mr.  Burgess,  when  at  the  January 
session,  1824,  he  reported  a  resolution  providing  by  law 
for  the  education  of  factory  children.  It  was  planned 
to  have  the  employers  bear  the  expense  of  these  schools. 
"The  proposal  met  with  little  favor.  Instead  of  being  a 
source  of  complaint,  the  employment  of  2,500  children 
in  factories  seemed  to  some  to  be  a  source  of  consola- 
tion."8^ 

The  second  movement  for  a  State  system  of  public 
schools  began  in  1820  and  gained  increasing  support 
until  the  passage  of  the  law  of  January  1828.  There 
is  no  reason  for  the  opinion  that  this  act  was  intended 
primarily  for  the  education  of  working  children.  Public 
opinion  at  that  date  would  not  have  supported  the  idea 
of  taking  the  children  of  the  poor  from  the  mills  in 
order  that  they  might  attend  the  schools.  Also,  under  the 
early  school  laws  part  of  the  school  fund  was  obtained 
by  assessment  upon  the  parents  of  the  scholars,   and 

"  Schedules  of  General  Assembly,  1818. 
"/Wrf.,  1820. 

"  Necrological  Sketch  of  R.  C.  Hazard,  Providence  Journal. 
••  Jones :  Transition  of  Providence  from  a  Comm.  to  a  Mfg.  G)m- 
munity,  p.  72, 
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though  the  poor  were  allowed  to  exempt  themselves  from 
this  assessment  by  taking  an  oath  as  to  their  poverty,  few 
availed  themselves  of  this  privilege.  This  assessment, 
therefore,  had  the  effect  of  practically  excluding  the  chil- 
dren of  the  very  poor  from  the  schools. 

Though  there  is  no  reason  to  suppose  the  public  school 
system  was  established  to  meet  the  needs  of  factory  chil- 
dren, the  education  of  these  children  evidently  was  re- 
ceiving increased  attention  in  1828.  "The  Rhode  Island 
American"  was  "most  anxious  to  take  from  the  enemies 
of  Domestic  Industry  almost  the  only  plausible  objection 
they  can  urge:  the  tendency  of  employment  in  manufac- 
turing establishments  to  deprive  children  of  the  means  of 
education."^^  The  following  editorial  expression,  which 
is  unusual  for  so  early  a  date,  is  found  in  the  Manu- 
facturers and  Farmers'  Journal  of  the  same  year:®* 
"Not  only  the  means  of  obtaining  the  rudiments  of  a 
good  education  should  be  given  to  all,  but  all  should  by 
law  be  compelled  to  receive  them.  Parents  should  not 
have  the  exclusive  control  over  their  children,  but,  as  in 
Athens,  should  be  considered  Public  property,    ..." 

There  is  some  evidence  that  this  increased  attention  to 
education  resulted  in  an  attempt  to  provide  especially  for 
the  schooling  of  factory  children,  but  it  is  an  error  to 
state  that  the  matter  was  placed  before  the  Legislature. 
The  Providence  Phoenix  of  Feb.  9,  1828,  had  an  editorial 
paragraph  saying :  "A  bill  is  before  the  Legislature  which 
prohibits  any  manufacturer  from  employing  in  his  estab- 
lishment any  person  between  the  age  of  twelve  and  eight- 
een years  who  cannot  read  and  write,  unless  the  manufac- 
turer shall  give  a  written  obligation  to  provide  for  the 

•*  R.  I.  Amer.,  May  2,  1828. 

"  Mfg.  and  Farm.  Jour.,  Jan.  14,  1828. 
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instruction  of  such  minors  as  he  shall  employ."  There  is 
no  record  that  such  an  act  was  actually  introduced;  no 
mention  is  made  of  it  in  the  original  records  in  the  State 
archives  nor  in  the  newspaper  reports  of  the  legislative 
proceedings.  It  is  probable  that  such  a  measure  was  dis- 
cussed at  this  date,  but  that  it  did  not  come  before  the 
General  Assembly.  It  will  be  noted  that  such  a  law  would 
have  been  highly  restrictive ;  even  at  the  present  time,  it 
would  not  be  possible  to  decree  that  all  employees  between 
the  ages  of  twelve  and  eighteen  should  be  able  to  read  and 
write.  What  must  be  borne  in  mind  here  is  that  such  agi- 
tation as  existed  and  such  laws  as  were  proposed  did  not 
represent  the  attitude  of  the  public  which,  in  the  main, 
seemed  indifferent  to  the  entire  matter.  Such  continued  to 
be  the  public  attitude  for  many  succeeding  years,  and  a  de- 
cided trace  of  this  indifference  still  lingers  at  the  present 
day. 

II.     Legislation  from  1840  to  1883. 

The  Law  of  1840. — During  the  ten  years  following 
1828,  the  number  of  children  in  the  factories  increased 
and  it  was  found  that  the  public  school  system  did  not 
reach  the  great  mass  of  the  poorer  children.  During  the 
early  '30*s  there  was  a  rapid  growth  of  trade  unions 
which  demanded  better  working  conditions,  especially 
shorter  hours  of  labor,  in  order  that  working  children 
might  have  some  advantages  of  education.**  Though  this 
union  labor  movement  seems  to  have  disappeared  about 
1835,  it  is  probable  that  the  ideas  then  emphasized  had 
some  influence  upon  later  developments.  Seth  Luther, 
perhaps  the  most  prominent  of  Rhode  Island  labor  leaders, 
said  in  an  address  to  the  workingmen  of  New  England, 

"This  movement  is  given  more  complete  notice  under  "Hours  of 
Labor." 
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1833  •  "A  committee  of  workingmen  in  Providence  report 
'that  in  Pawtucket  there  are  at  least  500  children  who 
scarcely  know  what  a  school  is.'  .  .  .  This  may  serve 
as  a  tolerable  example  of  every  manufacturing  village  of 
Rhode  Island."" 

Nor,  does  the  public  school  system  of  Woonsocket 
seem  to  have  given  the  best  results,  for  its  historian 
writing  of  the  period  about  1836  says:  "The  inhabitants 
were  but  a  step  above  barbarism.  Many  of  the  school 
committee  were  rude  in  manner  and  speech  and  many 
of  the  pupils  were  so  vulgar,  uncouth  and  savage,  that 
one  of  the  chief  requisites  of  a  successful  teacher  was 
a  good  muscular  development; "'*  In  1836,  there  were 
in  the  city  of  Providence  3,235  children  between  the 
ages  of  five  and  fifteen  years  who  did  not  attend  any 
school.^^  When  the  total  population  of  Providence  of 
that  day  is  considered,  this  number  of  absentees  seems 
unusually  large.  A  few  years  previous  to  1839,  the 
school  books  of  Massachusetts  stated  that  "in  Rhode 
Island  there  were  more  people  unable  to  read  and  write 
than  in  any  other  State  in  the  Union.'*^''  It  may  be 
added  here  that  the  historians  of  Massachusetts  have 
never  been  partial  to  Rhode  Island  and  the  same  is  prob- 
ably true  01  her  text  book  writers.  Probably  the  educa- 
tional conditions  of  Rhode  Island  were  not  much  below 
those  of  her  neighbors. 

To  these  factors  directing  attention  to  the  education  of 
factory  children  must  be  added  the  influence  of  reforms 
in  England.  A  crucial  event  in  the  factory  reform 
movement  of  England  was  the  publication,  in  1830,  of 

*•  Luther :  "Address  to  the  Working  Men  of  New  England,"  p.  21. 
"  E.  Richardson  :  History  of  Woonsocket,  pp.  93-94. 
••  Stockwell :   History  Public  Education  in  Rhode  Island,  p.  179. 
"  Providence  Journal,  June  8,  1839,  p.  2,  col.  i. 
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Richard  Oastler's  letters  on  conditions  in  Yorkshire.  The 
American  papers  from  time  to  time  gave  accounts  of 
subsequent  reforms.  For  instance,  the  "Providence 
Journal"  of  May  14,  1833,  prints  a  bill,  then  before 
Parliament,  regulating  the  hours  of  labor,  sanitation,  and 
the  guarding  of  machinery.  A  growing  recognition  of 
the  needs  of  the  children  is  perhaps  shown  by  the  found- 
ing of  the  "Children's  Friends  Society  of  Rhode  Island," 
in  November,  1836.®® 

Such  were  some  of  the  influences  which  led  to  the  in- 
troduction by  Mr.  Thomas  R.  Holden  of  Warwick,  on 
Nov.  3,  1838,  of  an  act  providing  that  no  child  under 
twelve  years  of  age  should  be  employed  in  any  manufac- 
turing establishment,  unless  such  child  should  have  at- 
tended school  at  least  three  months  of  the  twelve  next 
preceding  employment.  ^^ 

The  bill  came  before  the  Assembly  several  times  during 
1839,^^  but  its  opponents  were  successful  in  postponing 
a  final  vote  until  the  January  session  of  1840.  During 
the  course  of  these  several  debates  it  was  argued  that  such 
a  law  would  inflict  great  hardship  upon  the  children  of 
the  poor;  that  it  was  not  to  the  interest  of  the  manu- 
facturers to  employ  minors,  but  this  was  done  to  relieve 
the  necessities  of  parents.  Also,  the  provision  for  school 
attendance  would  not  be  practicable  since  it  was  difficult 
to  obtain  appropriations  for  school  money  to  be  spent  in 
manufacturing  villages.  It  was  further  urged  that  the 
act  discriminated  against  manufacturers;  the  restrictions 
should  be  made  to  apply  to  all  employers  of  children.  It 
is  thus  seen  that  the  chief  objections  advanced  against 

••  Providence  Journal,  Nov.  5,  1836. 

•Journal  of  House  of  Representatives,  Nov.  3,  1838;  Providence 
Journal,  Nov.  5,  1838. 

•Journal  of  House,  Feb.  2,  1839;  Providence  Journal,  Oct  30, 
1839. 
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child  labor  legislation  during  recent  years  were  prominent 
in  the  earliest  debates  on  the  subject.^^ 

The  advocates  of  the  measure  emphasized  the  distress- 
ing conditions  of  ignorance  among  the  factory  children, 
and  the  urgent  need  of  laws  to  protect  these  little  workers 
from  the  cupidity  of  their  parents.  Mr.  Holden  and 
Mr.  T.  T.  Hazard,  the  chief  champions  of  the  measure, 
pointed  out  that  Pennsylvania  prohibited  the  employment 
of  children  under  ten  years  of  age,  and  that  a  law  similar 
to  the  act  under  consideration,  had  given  good  results  in 
Massachusetts.  The  biH  "had  met  with  the  constant  op- 
position of  the  manufacturers,"  but  no  one  had  given  a 
good  reason  why  it  should  be  rejected.  The  House 
refused  to  postpone  again  the  vote,  and,  January  25, 
1840,  the  bill  passed  both  branches  of  the  Assembly.*^ 

The  act  as  passed  required  children  under  twelve,  em- 
ployed in  manufacturing  establishments,  to  attend  school 
at  least  three  months  of  the  twelve  next  preceding  em- 
ployment. For  each  violation  of  this  act  the  employer 
was  to  be  fined  $50.  A  certificate  signed  and  sworn  to 
by  the  instructor  would  be  deemed  sufficient  evidence 
that  a  child  had  attended  school  as  required.*^ 

Enforcement  of  the  1840  Law. — No  one  was  made 
directly  responsible  for  the  enforcement  of  this  law  which 
was  consequently  respectfully  disregarded  by  the  manu- 
facturers. It  may  be  included  in  that  class  of  early 
labor  laws  styled  by  Miss  Whittelsey  as  "unenforcible 
threats.  "^^  The  enactment  was,  however,  a  public  recog- 
nition of  the  evils  of  child  labor  and  as  such  was  a  step 
forward.     Strange  as  it  may  at  first  appear,  the  law  did 

"Providence  Journal,  Feb.  4,  1839;  Manf.  &  Farm.  Journal,  Jan. 
27,  1840. 

*■  Public  Laws,  1822-40,  p.  2002. 

**  Annals  American  Acad.  Pol.  and  Soc.  Science,  XX,  238. 
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not  meet  with  the  hearty  approval  of  the  school  author- 
ities. The  truth  is,  the  law  was  in  advance  of  the  educa- 
tional facilities  of  the  time ;  there  were  not  then  sufficient 
schools  for  the  unemployed  children,  not  to  mention  the 
children  in  the  mills.  Mr.  Harris  of  Warwick,  during 
the  debate  on  an  act  proposed  in  1850,  said  that  the  1840 
law  "had  been  repealed  at  the  suggestion  of  the  School 
Commissioner,  Mr.  Barnard,"  and  Mr.  Cranston,  upon 
the  same  occasion,  remarked  of  the  act  that  "so  far  as  he 
recollected  its  results,  they  were  unfavorable  and  preju- 
diced rather  than  favored  the  cause  of  education."**  Mr. 
Harris  was  mistaken  in  thinking  the  law  had  been  directly 
repealed.  At  the  January  session,  1844,  an  act  was  passed 
repealing  all  laws  not  contained  in  the  revised  statutes  of 
that  year,  with  the  exception  of  the  laws  relating  to  public 
schools,  which  laws  were  continued  in  force  until  July, 
1845.  The  law  of  1840  was,  therefore,  repealed  by  being 
omitted  from  the  general  school  law,  drafted  by  Mr. 
Barnard,  and  which  went  into  effect,  as  provided,  in  1845 

Causes  for  the  Laws  of  1853  and  1854, — By  the  in- 
direct repeal  in  1845  of  the  1840  law,  Rhode  Island  was 
left  without  any  legislation  affecting  child  labor,  and  for 
the  next  decade  the  opposing  interests  successfully  re- 
sisted all  proposals  for  such  a  measure.  During  this 
period,  the  conditions  regarding  the  number  of  factory 
children,  their  opportunities  for  education,  and  their  hours 
of  work  reached  such  a  stage  as  to  cause  the  Legislature, 
in  1 85 1,  to  order  an  investigation.  The  facts  brought 
out  by  this  inquiry  were  chiefly  responsible  for  the  laws 
of  1853  and  1854. 

Mr.  Barnard,  Commissioner  of  Public  Schools,  reported 
that  in  1845  the  number  of  children  over  four  and  under 
sixteen  years,  was  30,000.  Of  these,  about  18,000  were 
**  Providence  Journal,  Feb.  i,  1850. 
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enrolled  and  the  average  attendance  was  but  13,500.*® 
In  ninety-six  school  districts  the  average  term  was  thirteen 
weeks;  in  one  hundred  and  sixty-six  districts  nine  weeks.**^ 
For  the  year  1850  the  average  attendance  was  calculated 
to  be  16,590,  and  the  commissioner  says,  "It  is  seen  tha,t 
there  are  a  large  number  who  do  not  participate  in  our 
public  schools  and  who  are  left  to  grow  up  in  ignor- 
ance."** The  census  for  this  year  shows  3,607  persons  in 
Rhode  Island  over  twenty  years  of  age  who  could  not 
read  or  write;  of  these  1,248  were  of  native  birth.  The 
public  school  commissioners  during  this  period  severely 
arraign  the  mill  owners  and  the  parents  of  factory  chil- 
dren for  encouraging  such  conditions.*® 

At  the  June  session  1851,  the  Legislature  authorized 
the  Governor  to  appoint  a  commissioner  to  inquire  into 
the  conditions  of  child  labor.  The  commissioner,  Colonel 
Welcome  Sayles,  made  a  careful  study  of  the  situation 
and  at  the  January  session,  1853,  submitted  these  statistics 
of  child  labor : 

Children  in  Manufacturing  Establishments. 

Under  nine  years 59 

Over  nine  and  under  twelve  years 621 

Over  twelve  and  under  fifteen  years 1,177 

Total  under  fifteen  years 1,857 

*•  Report  of  Q>mniissioner  of  Public  Schools,  1845,  p.  35. 

*'  Report  of  Commissioner  of  Public  Schools,  1845,  pp.  38,  39. 

*■  Report,  1850,  p.  2. 

**The  evil  "lies  deep  down  in  the  cupidity  and  negligence  of 
parents,  and  the  change  which  has  been  wrought  in  the  habits  of 
society  by  the  substitution  of  the  cheaper  labor  of  children  and 
females,  for  the  more  expensive  labor  of  able-bodied  men." — Barn- 
ard's Report,  1845,  p.  37- 

"Many  who  have  health  and  strength,  .  .  .  yield  to  this  tempta- 
tion and  live  upon  the  labor  of  their  children." — Report  of  Commis- 
sioner of  Public  Schools,  1852,  p.  28. 

"Besides,  there  are  a  large  number  of  our  own  people  native  and 
foreign  bom,  who  have  never  been  at  school  at  all." — Ibid.,  1851,  p.  4. 
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The  commissioner  was  pleased  with  the  favorable  sta- 
tistics regarding  the  employment  of  children  under  nine 
years  of  age.  He  said  this  was  due  **to  the  improvement 
of  machinery  which  renders  the  employment  of  young 
children  far  less  desirable."  He  remarks  that  in  the  em- 
ployment of  young  children  there  had  been  a  great  im- 
provement during  the  previous  four  years.*^^  Yet  in  the 
same  report,  an  instance  is  given  of  a  child  fourteen  years 
of  age,  who  had  been  employed  since  the  age  of  seven, 
and  the  statement  made  that  this  was  by  no  means  a  rare 
indication  of  the  conditions  prevailing  in  the  mills.'^* 
The  lack  of  educational  opportunities  is  expressed  in  these 
terms:  "It  must  be  admited  that  the  great  body  of  the 
operatives  in  the  manufacturing  establishments  of  our 
State,  are  without  any  adequate  advantages  for  the  most 
common  education.  It  does  not  in  my  mind  improve  the 
matter  or  lessen  the  evil,  that  large  numbers  of  these 
operatives  are  the  children  of  foreigners."  This  condition 
was  "by  no  means  always  the  fault  of  the  employer;"  it 
was  "often  the  result  of  seeming  indifference  of  parents, 
sometimes  of  what  they  regard  as  their  necessities."** 

Those  sections  of  the  report  dealing  with  the  long 
hours  of  child  labor  were  among  the  features  which 
aroused  the  attention  of  the  General  Assembly.*^'  As  a 
remedy  for  these  evils,  Colonel  Sayles  recommended  the 
passage  of  a  law  providing  that  r*'* 

1.  No  child  under  twelve  be  employed  in 
any  manufacturing  establishment. 

2.  No  child  between  the  ages  of  twelve  and 
fifteen  be  employed  more  than  nine  months  of 
each  year. 

■•  Report,  p.  4. 

"/Wd.,pp.  6,  7. 

"  Report,  p.  6. 

"  See  Chapter  on  "Hours  of  Labor." 

•*  Report,  pp.  7,  8. 
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3.  No  child  between  the  ages  of  twelve  and 
fifteen  be  employed  for  more  than  eleven  hours 
in  any  one  day. 

4.  A  State  Commissioner  of  Mill  Help  be 
appointed  to  visit  all  factories. 

5.  Ten  hours  to  be  a  legal  day's  work  for  all 
persons  unless  otherwise  agreed  between  the 
contracting  parties. 

It  will  be  noted  that  the  recommendation  for  a  commis- 
sioner of  mill  help,  is  a  very  early  proposal  for  establish- 
in  j  the  office  of  factory  inspector. 

The  Law  of  1853, — The  previous  attempts  at  child 
labor  legislation,  combined  with  the  recommendations  of 
Commissioner  Sayles,  finally  focussed  the  attention  of  the 
Legislature.*^'  It  is  not  probable  that  the  laboring  classes 
were  of  much  importance  politically  at  this  time.*^®  The 
example  of  England  was  a  large  influence  and  was  often 

"  In  January,  1845,  the  citizens  of  Bristol  petitioned  an  act  securing 
educational  advantages  to  factory  children.  (Mfg.  &  Farm.  Jour., 
Jan.  13,  1845.)  This  petition  was  again  before  the  Legislature  in 
1847  (Ibid.,  Oct.  28,  1847)  ;  while  the  following  year  the  matter  was 
brought  up  by  Wm.  B.  Spooner  and  others  (Ibid.,  Feb.  7,  1848). 
An  act  for  the  better  instruction  of  factory  children  was  introduced 
in  October,  1849  (Providence  Journal,  Nov.  2,  1849). 

January,  1850,  Mr.  Brown,  of  Cumberland,  presented  a  bill  provid- 
ing that  all  factory  children  under  fourteen  be  required  to  attend 
school  three  months  out  of  the  year  (Providence  Journal,  Jan.  31, 
1850).  The  support  for  this  measure  developed  unexpected  strength, 
and  it  was  only  after  much  debate  and  tactics  of  delay,  that  it  was 
defeated  (Providence  Journal,  Feb.  i,  1850).  At  the  October  session, 
1851,  Mr.  Porter  introduced  an  act  "to  limit  the  hours  of  labor  and 
to  prevent  the  employment  of  children  in  factories"  (Mfg.  &  Farm. 
Jour.,  Oct.  30,  1851).  An  act  relating  especially  to  the  hours  of  child 
labor  was  before  the  Assembly  in  February,  1852  (Mfg.  &  Farm. 
Jour.,  Feb.  9,  1852).  These  latter  measures  were  quickly  disposed 
of  by  the  opposition. 

■•"The  landless  workingman  and  mechanic  is  as  eligible  to  any 
office  in  this  State  as  the  richest  landowner.  Yet,  it  is  believed  that 
class  is  not  represented  by  a  single  member  either  in  the  Senate  or 
the  House  of  Representatives  of  this  State."  Mfg.  &  Farm.  Jour., 
Sept.  4,  1851. 
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referred  to  during  the  debates.  An  act  embodying  the 
Commissioner's  suggestions  passed  the  Senate  practically 
without  dissent,^ ^  but  in  the  House  the  measure  met  with 
the  most  vehement  opposition  and  it  was  only  after  the 
provisions  regarding  education  had  been  stricken  out,  that 
the  bill  passed. 

The  advocates  of  the  bill  as  passed  by  the  Senate,  were 
led  by  George  H.  Brown,  of  Gloucester,  whose  speech 
deserves  to  rank  among  the  best  delivered  in  Rhode 
Island,  on  the  subject  of  child  labor.  After  analyzing  the 
provisions  of  the  bill,  and  outlining  the  experience  of 
England,  Mr.  Brown  continued:  "Though  I  believe  the 
condition  of  American  operatives  is  by  no  means  so  de- 
plorable as  that  of  foreign  laborers,  it  is  not  to  be  dis- 
guised that  evils  of  great  magnitude  are  springing  from 
our  present  system  of  manufacturing  and  mechanical 
labor.  The  most  superficial  observer  cannot  have  failed 
to  notice  the  pallid  countenances,  apparently  diseased 
forms,  and  heavy  steps  of  those  children,  who  through 
the  cupidity  of  their  parents  or  their  employers,  are 
doomed  to  such  unremitting  and  long-continued  toil  as  is 
detailed  in  the  report  on  your  table.  I  am  credibly  in- 
formed that  there  are  mills  wherein,  owing  to  the  present 
active  sale  of  their  goods,  the  operatives  work  from  two, 
three,  and  four  o'clock  in  the  morning  until  nine  in  the 
evening."  These  ill-formed  and  ill-trained  children,  the 
speaker  said,  would  in  time  themselves  become  the  parents 
of  other  children,  and  the  eflfect  would  thus  be  cumulative. 
It  was  a  suicidal  policy  for  the  State  to  allow  such  condi- 
tions. The  parents  were  the  chief  sinners,  but  the  em- 
ployers, also,  forgot  "in  their  cupidity  their  duty  to  their 
less  favored  fellow-men  and  above  all  to  their  country."*® 


'  Providence  Post,  Feb.  3,  1853. 
•  Providence  Post,  March  3,  1853. 
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These  arguments  did  not  prevail  against  the  practical 
interests  of  the  opposition,  which,  under  the  leadership  of 
Mr.  Barstow,  struck  out  the  educational  clauses  and 
changed  the  hour  at  which  children  might  begin  work, 
from  6  to  5  a.m.*®  These  changes  were  made  by  a  strictly 
party  vote,  the  Whig  voting  in  the  affirmative,  the  Demo- 
crats in  the  negative.®^  The  bill  as  amended  was  then 
passed.  The  law  provided  that  no  child  under  twelve 
should  be  employed  in  any  manufacturing  establishment. 
An  exception  was  made  for  children  packing  goods  in 
factory  warehouses.  No  child  between  twelve  and  fifteen 
years  of  age  could  be  employed  for  more  than  eleven 
hours  in  any  one  day,  and  not  before  5  a.  m.  or  after 
7.30  P.  M.  Ten  hours  was  to  be  considered  a  legal  day's 
work  unless  otherwise  agreed  by  the  parties  to  the  con- 
tract. Any  employer  or  parent  who  "knowingly  and  wil- 
fully" violated  the  provisions  of  the  act,  would  be  liable 
to  a  fine  of  $20  for  each  offense.®^ 

The  Law  of  1854. — The  exclusion  of  the  provision  for 
the  education  of  factory  children  caused  much  dissatis- 
faction. The  House  had  foreseen  this  and  had  passed  a 
truancy  law  as  a  substitute  for  the  sections  stricken  from 
the  Senate  child  labor  bill,  but  the  Senate  refused  to  accept 
this  act.® 2  The  Providence  Post  had  predicted  that  the 
action  of  the  Whigs,  in  regard  to  the  1853  bill  would  re- 
ceive "a  severe  rebuke  from  the  people  at  the  polls  in 
April. "®^  Be  this  as  it  may,  the  Whigs  were  defeated, 
and  the  Democrats  came  into  power.     At  the  January 


*  Providence  Journal,  Feb.  24,  25 ;  Providence  Post,  Feb.  24,  25, 
1853. 

••  Providence  Post,  Feb.  25,  1853. 
"  Public  Laws,  1844-1857,  p.  945. 
"  Mfg.  &  Farm.  Jour.,  Feb.  29,  1853. 

•  Providence  Post,  March  9,  1853. 
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session  1854,  the  law  of  1853  was  amended  by  adding 
the  clause,  that  no  minor  under  fifteen  should  be  employed 
in  any  manufacturing  establishment,  unless  he  had  at- 
tended school  for  at  least  three  months  of  the  year  next 
preceding  employment.**  The  penalty  for  violation  was 
the  same  as  for  the  1853  law. 

The  Truant  Law  of  1856. — The  idea  of  a  truant  law  or 
any  other  phase  of  compulsory  education  was  not  kindly 
received  by  the  Rhode  Islanders.  It  is  worthy  of  note 
that  in  1843,  Rowland  G.  Hazard,  one  of  the  most  public- 
spirited  citizens  of  the  State,  opposed  any  suggestion  of 
compulsory  education,  as  tending  to  break  down  personal 
initiative  and  responsibility.*'  Elisha  R.  Potter,  while 
commisioner  of  public  schools  in  1851,  argued  that  such 
a  law  would  be  "a  deadly  blow  at  the  principles  of  self 
government."**  We  have  seen  that  the  truant  law  was 
passed  by  the  House  in  1853,  but  was  rejected  by  the 
Senate.*^  It  was  hoped  that  the  child  labor  act  of  1854, 
would  improve  the  educational  conditions,*®  but  as  this  law 
did  not  seem  to  have  an  appreciable  effect  upon  the  school 
attendance,  the  support  for  a  truant  law  became  stronger 
and  forced  the  passage  of  such  an  act  at  the  May  session, 
1856.  This  law  "authorized  and  empowered"  each  of  the 
several  towns  of  the  State  "to  make  all  needful  provisions 
and  arrangements  concerning  habitual  truants  and  chil- 
dren not  attending  school  without  any  regular  and  lawful 
employment,  growing  up  in  ignorance,  between  the  ages 
of  six  and  fifteen  years."    These  town  ordinances  should 


••  Passed  Feb.  24,  1854,  Providence  Journal,  Feb.  25,  1854. 

•  Report  of  Commissioner  of  Public  Schools,  1854,  P-  7^. 

"/ftuf.,  p.  75. 

•^  Mfg.  &  Farm.  Jour.,  Feb.  29,  1853. 

•By  the  State  census  of  1855  there  were,  in  the  City  of  Provi- 
dence, nearly  3,000  illiterates.  (Report  of  Commissioner  of  Public 
Schools,  1856,  Report  on  Truancy,  p.  25.) 
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provide  for  a  suitable  penalty  not  to  exceed  $10,  or  de- 
tention of  the  truant  in  a  house  of  reformation.^® 

Administration  of  the  1853,  ^^54  ^^^  ^^5^  Laws. — It 
will  be  noticed  that  none  of  these  three  laws  had  any  ade- 
quate provisions  for  administration:  no  one  person  was 
made  responsible  for  their  enforcement.  Immediately  after 
the  law  of  1853  came  into  effect  there  was  dissatisfac- 
tion caused  by  its  non-enforcement,  and  a  resolution  was 
passed  in  November  of  that  year,  appointing  a  committee 
"to  ascertain  whether  the  manufacturing  establishments 
conform  to  the  law  regulating  child  labor  and  the  hours 
of  labor."^®  There  is  no  record  of  a  report  by  this  com- 
mittee. The  school  commissioner,  in  his  report  for  the 
year  1856,  points  out  that  less  than  half  the  children  of 
school  age  throughout  the  State  were  to  be  found  at  any 
given  time  within  the  schools,  the  attendance  being  but 
48^  per  cent.,  while  the  enrollment  was  but  69  per  cent.'^^ 
For  the  next  year,  1857,  he  says:  "The  number  of  our 
children  are  annually  increasing ;  while  those  of  them  which 
we  are  educating  are  actually  decreasing."''^  The  school 
authorities  were  of  the  opinion  that  "hardly  a  capitalist 
or  manufacturing  corporation  in  the  State  wilfully  vio- 
lates this  law  [of  1854]  but  were  often  urged  contrary  to 
their  better  judgment  and  determination  by  the  par- 
ents."^* Another  reason  given  why  children  were  sent 
to  the  mills  instead  of  the  schools,  was  that  the  Irish 
immigrants  were  opposed  to  the  schools,  "holding  that  re- 
ligion may  possibly  receive  some  damage  from  an  increase 
of  knowledge."''^  In  the  early  '6o's  absenteeism  is  termed 

•  Public  Laws  of  Rhode  Island,  1844-57,  p.  1302. 

"  Mfg.  &  Farm.  Jour.,  Nov.  7,  1853. 

"Stockwell's  History  of  Public  Education  in  Rhode  Island,  p.  84. 

"  Report  of  Commissioner  of  Public  Schools,  1857,  p.  13. 

"  Report  of  Commissioner  of  Public  Schools,  1857,  P-  18. 

^  Ibid.,  p.  15. 
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a  "chronic  disease."  "The  absentee."  said  the  school  com- 
missioner, "is  kept  from  school  by  a  cause  similar  to  the 
one  which  operated  ten  years  ago  upon  an  older  brother 
and  sister.  One  is  sent  to  the  cotton  mill,  another  to 
the  woolen  factory,  and  others  assist  the  father  on  the 
farm."*^*  Passing  over  the  next  decade,  we  find  the  com- 
missioner, in  1872,  recommending  as  a  remedy  for  illiter- 
acy, "  the  enforcement  of  a  law  which  shall  not  allow  a 
child  to  be  employed  in  a  manufacturing  establishment 
under  twelve  years  of  age."*^®  The  manufacturers  of 
Connecticut,  in  1870-73,  complained  against  the  enforce- 
ment of  the  law  of  that  state  requiring  children  under  four- 
teen to  attend  school  three  months  of  each  year,  because 
of  the  loss  of  labor  on  the  eastern  border  of  the  state 
owing  to  the  "perfect  freedom  with  which  parents  could 
work  their  children  in  Rhode  Island. "^^ 

The  State  census  of  1875  showed  that  there  were  1,258 
children  under  twelve  employed  in  the  mills.  Of  these 
children  599  were  eleven  years  old;  433,  ten  years;  146, 
nine  years;  64,  eight  years;  8,  seven  years;  5,  six  years; 
and  3,  five  years  of  age.*^® 

Mr.  Barnard,  in  his  report  for  1845,  was  of  the  opinion 
that  a  manufacturing  community,  "from  its  necessary 
concentration  in  villages"  must  be  favorably  situated  for  a 
public  school  system,  but  Mr.  Higginson  writing  in  1875, 
tells  us  that  Mr.  Barnard's  idea  "has  not  stood  the  test 
of  time."*^®  Though  the  compactness  of  a  factory  village 
was  favorable,  yet  such  a  village  oflfered  greater  obstacles 
to  a  full  attendance  than  the  more  thinly-settled  farming 

"/Wrf.,  1862,  p.  10. 
^  Ibid.,  1872.    Italics  mine. 

"  A.  M.  Edwards,  Labor  Legislation  of  Connecticut,  p.  17. 
"Report,  Commissioner  of  Industrial  Statistics,  1887,  if  i8- 
"Thomas  W.  Higginson,  History  of   Public  School   System   of 
Rhode  Island,  p.  98. 
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towns.  In  speaking  of  conditions  in  1875,  he  continues: 
"It  is  well  known  that  by  the  joint  influence  of  parents 
and  manufacturing  corporations,  the  laws  are  openly  vio- 
lated in  many  of  our  manufacturing  villages;  the  laws, 
namely,  which  prohibit  the  employment  in  manufacturing 
establishments  of  children  under  twelve,  and  permit  no 
minor  under  fifteen  to  be  so  employed  unless  after  at- 
tending school  three  months  of  the  previous  year."®® 

There  is  reason,  therefore,  for  the  belief  that  these 
laws  of  1853,  1854  and  1856  were  disregarded  by  both 
parents  and  employers. 

The  Truant  Law  of  1871, — In  connection  with  the 
non-enforcement  of  the  laws  enacted  during  the  'so's,  the 
very  unsatisfactory  conditions  of  education,  especially 
those  among  the  mill  workers,  have  been  noted.  The  need 
of  public  attention  to  this  matter  was  emphasized  by  each 
of  the  annual  reports  of  the  school  commissioner®^  and  by 
the  messages  of  Governor  Padelford.®^  As  a  result  of 
these  efforts,  the  Legislature  summoned  up  sufficient  in- 
terest to  pass  the  truant  law  of  1871  (Chap.  960  of 
1871).  This  act  was  of  little  value  since  its  general  pro- 
visions are  similar  to  those  of  the  law  of  1856  except  that 

••Higginson,  History  of  Public  School  System  of  Rhode  Island, 

pp.  98,  99. 

"The  school  commissioner  pointed  out  that  10,000  children  of 
school  age  were  growing  up  in  ignorance.  He  asked :  "May  not  our 
truant  laws  be  so  modified  as  to  have  a  practical  binding  force  in 
securing  school  attendance?" — Report,  1870,  pp.  54,  55. 

According  to  the  census  of  1870  the  illiterates  of  Rhode  Island 
over  ten  years  of  age,  numbered  21,901.  Of  this  number  4444  were 
of  native  birth — an  increase  of  2,892  over  the  native  illiterates  of 
i860. — Report  of  Commissioner  of  Public  Schools,  1872,  p.  61. 

"There  are  now  in  our  State  more  than  8,000  children  between 
the  ages  of  five  and  fifteen  who  are  growing  up  in  ignorance  and 
without  any  school  instruction.  ...  I  would,  therefore,  recom- 
mend a  careful  revision  of  the  laws  relating  to  truancy  and  ab- 
senteeism."— Governor  Padelford's  Message,  1870,  pp.  6  and  7. 
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the  phrasing  is  changed  by  "requiring"  instead  of  "au- 
thorizing and  empowering"  the  town  and  city  councils 
to  pass  regulations  regarding  truancy.  But  there  was  no 
penalty  for  the  non-enforcement  of  this  "requirement," 
which  the  majority  of  the  towns  proceded  to  ignore."®* 

III.     Laws  of  1883-1907. 

The  law  of  1883  may  be  taken  as  the  beginning  of  a 
new  phase  of  legislation,  because  this  act  is  the  first  to 
provide  definitely  for  officials  for  its  administration.  It 
is  true,  the  appointment  of  these  officers  remained  op- 
tional with  the  town  and  city  councils,  yet  the  means  for 
enforcement  were  far  in  advance  of  the  "unenforcible 
threats"  of  earlier  days. 

Conditions  Leading  to  the  Truant  Law  of  1883. — Dur- 
ing the  period  from  1856  to  1883  there  was  practically 
no  legislation  bearing  on  child  labor,  the  only  exception 
worthy  of  notice  being  the  ineffective  truant  law  of  1871, 
which  has  been  considered.  During  the  later  *5o's  there 
were  indications  that  the  idea  of  restricting  child  labor 

"The  number  of  truant  children  in  the  city  of  Providence  was 
large,  and,  said  the  committee,  "what  is  worse,  is  increasing."  Re- 
port of  Commissioner  of  Public  Schools,  1872,  Appendix,  p.  8.  .  .  . 
Cranston  had  not  passed  truant  laws,  p.  63.  .  .  .  "Left  to  work" 
was  written  opposite  the  names  of  the  best  students  of  Cumberland, 
p.  67.  .  .  .  In  Woonsocket,  800  children  of  school  age  did  not 
attend  school.  "No  small  fraction  of  these  children  are  in  our  mills, 
there  contrary  to  law,"  p.  142. 

In  1874,  Bristol  complains  of  absenteeism.  Reasons  for  non- 
attendance:  I.  Child  labor  was  profitable;  2.  Laws  were  disregarded 
with  impunity.  Report  of  Commissioner  of  Public  Schools,  1874, 
Appendix,  p.  30. 

For  other  complaints  of  absenteeism,  see  Report  of  Commissioner 
of  Public  Schools,  1874,  Appendix,  pp.  30-43- 

"Ought  not  some  measures  be  devised  to  stay  these  threatening 
evils,  which  are  increasing  year  by  year,  and  some  system  of  com- 
pulsory attendance  at  the  public  schools  be  adopted?" — Governor 
Padelford's  Message,  1873,  p.  7. 
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would  make  rapid  progress,  but  the  great  struggle  be- 
tween the  States  swept  over  the  country,  and  the  public 
mind  had  no  attention  for  other  matters.  National  af- 
fairs, especially  those  dealing  with  the  currency,  seem  to 
have  continued  to  monopolize  the  attention  of  the  State 
Legislature  long  after  the  close  of  the  Civil  conflict.  It 
must  also  be  noted,  that  in  these  years  the  manufacturers 
increased  in  wealth  and  political  power  and  were  re- 
warded with  success  in  their  opposition  to  labor  measures. 
During  this  period  the  mill  help  came  to  be  composed  to 
a  large  degree  of  foreigners  and  the  children  of  foreign- 
ers, especially  French  Canadians.  These  immigrants 
probably  were  not  represented  in  the  legislative  halls — 
aliens  were  not  given  the  suffrage  until  1888 — and  thus 
had  small  political  power  to  support  their  economic  claims. 
With  the  exception  of  those  from  England,  our  immi- 
grants do  not  as  a  rule  demand  progressive  labor  legisla- 
tion ;  their  economic  and  social  opportunities  are  so  supe- 
rior to  those  in  their  na^tive  countries,  that  they  are  not 
vigorous  complainants.  Again,  it  is  possible  that  our 
legislators  are  not  as  sensitive  to  oppressive  conditions 
among  the  immigrant  laboring  classes  as  they  are  to  simi- 
lar conditions  among  native  workers.  Such  seem  to  be 
some  of  the  probable  reasons  why  there  occurred  a  de- 
cided lapse  in  child  labor  legislation  during  the  period 
from  1856  to  1883. 

During  the  above  mentioned  period,  there  were  mani- 
fest evils  of  child  labor  and  non-attendance  at  public 
schools.  The  violation  of  the  labor  laws  and  the  failure 
of  the  schools  to  reach  the  factory  children,  have  already 
received  some  attention  in  this  paper  in  connection  with 
the  administration  of  the  laws  of  1853,  1854,  1856,  and 
1 87 1.  These  evils  were  not  abated  in  subsequent  years. 
To  speak  in  mathematical  terms,  absenteeism  is  a  function 
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of  child  labor;  the  statistics  of  the  two  rise, and  fall  to- 
gether; if  the  child  of  school  age  is  not  in  school,  he  is 
most  likely  to  be  in  the  mill  or  shop. 

The  situation  was  summed  up  by  Grovernor  Lippitt  in 
his  message  of  1876 :  "We  learn  that  out  of  a  population 
of  53,316  children  of  suitable  school  age,  the  average 
attendance  is  only  26,163,  or  more  than  half  the  children 
in  the  State  are  not  in  regular  attendance  at  the  public 
schools,  but  to  a  large  extent  are  growing  up  in  ignorance. 
Is  it  not  time  that  education  should  be  made  so  com- 
pulsory as  to  bring  all  children  into  our  schools,  for  at 
least  three  months  in  the  year?"®*  The  Semi-Weekly 
Journal,  March  9,  1880,  stated  in  an  editorial  that  one- 
fifth  of  the  children  of  Providence  did  not  attend  any 
school.  It  also  expressed  the  opinion  that,  .  .  .  "the 
conflict  of  authority  as  between  the  State  and  the  parents" 
was  "one  difficult  of  adjustment  under  our  theory  of 
government." 

Governor  Van  Zandt,  in  1880,  speaks  of  "the  demand 
and  also  the  necessity  for  juvenile  labor"  as  being  one 
cause  of  the  large  number  of  absentees  from  school. ^'^  In 
the  State  Senate,  1881,  Mr.  Cross  remarked  that  "as  a 
matter  of  fact  about  one-fourth  of  the  children  of  the 
State  grow  up  in  ignorance."  Mr.  Bourn  of  Bristol  asked 
to  which  towns  the  speaker  referred.  Mr.  Cross  replied, 
"I  guess  it  is  pretty  much  all  the  towns."®* 

School  conditions  did  not  improve,  and  in  1883  the 
matter  was  again  placed  before  the  Legislature  by  a  Grov- 
emor's  message :  "It  is,  however,  a  lamentable  fact  that 
the  number  of  children  in  this  State  who  are  not  reached 
by  either  public  or  private  schools,  is  steadily  increasing. 

**  Governor  Lippitt's  Message,  1876,  pp.  9  and  10. 
"  Governor  Van  Zandt's  Message,  1880,  p.  8. 
"•  Providence  Journal,  April  27,  1881. 
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From  1879  to  1882,  the  increase  in  the  number  of  chil- 
dren of  school  age,  according  to  our  annual  school  census, 
has  been  6,270,  while  the  increase  in  non-attendants  for 
the  same  time  has  been  3,277.  At  the  present  time  the 
entire  number  of  such  non-attendants  is  nearly  14,000,  or 
about  25  per  cent,  of  the  number  of  children  of  school 
age.  Large  as  this  number  is,  its  chief  significance  lies 
in  the  fact  that  it  is  a  growing  evil."®^ 

The  Law  of  188 j. — As  a  result  of  these  conditions, 
several  proposals  were  made  before  1883  to  change  the 
truant  law,  but  these  failed  to  gain  the  necessary  sup- 
port.®®  That  the  act  of  1883  (Chapter  363)  did  not  meet 
with  vigorous  opposition  was  perhaps  due  to  the  fact  that 
this  law,  in  many  respects,  was  retrogressive  as  compared 
with  the  then  existing  statutes.  The  act  provided  that  all 
children  between  seven  and  fifteen  years  should  attend  a 
public  day  school  at  least  twelve  weeks  in  the  year,  six  of 
these  weeks  to  be  consecutive.  Children  attending  private 
school,  those  who  had  mastered  the  subjects  taught  in  the 
public  schools,  and  those  physically  incapacitated,  were 

"  Governor  Littlefield's  Message,  January,  1883,  P-  8. 

"April,  1878,  the  Senate  Committee  on  Education  reported  a  bill 
placing  a  fine  of  $100  on  such  town  councils  as  failed  to  appoint  a 
truant  officer.  This  was  later  amended  by  giving  the  State  Commis- 
sioner of  Education  power  to  appoint  such  officers  for  delinquent 
towns,  the  expense  to  be  borne  by  the  towns.  This  measure  passed 
the  Senate,  but  failed  to  gain  attention  in  the  House.  (Providence 
Journal,  April  11  and  12,  1878.) 

In  April,  1881,  a  truant  bill  along  the  same  lines  as  the  law  of 
1883  was  before  the  General  Assembly.  The  act  passed  the  House 
April  12,  but  was  finally  postponed  until  the  May  session,  1881,  at 
which  session  it  was  not  considered.  (Providence  Journal,  April  13, 
April  27,  1881.) 

A  truancy  bill  was  again  introduced  at  the  January  session,  1882. 
On  March  i  it  was  given  a  public  hearing  and  April  21  was  laid  on 
the  table  by  the  Senate.  (Providence  Journal,  March  2,  April  22, 
1882.) 
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excused  from  this  provision.  No  child  under  fourteen 
could  be  employed  in  a  manufacturing  or  mechanical  es- 
tablishment, except  during  vacation,  unless  he  had  at- 
tended school  twelve  weeks  of  the  year  next  preceding 
employment;  and  no  child  under  fifteen  could  be  em- 
ployed who  could  not  write  his  name,  age,  and  residence. 
No  child  under  ten  years  of  age  was  to  be  employed  in 
any  mechanical  or  manufacturing  establishment.  An  em- 
ployer violating  these  provisions  would  be  liable  to  a  fine 
of  $20  for  each  offense.  Each  employer  of  children  was 
required  to  keep  on  file  a  certificate  of  the  place  and  date 
of  birth  of  every  child  so  employed,  and  in  case  the  child 
was  under  fourteen,  the  certificate  was  to  contain  a  state- 
ment of  the  school  attendance  signed  by  an  official  of  the 
district  school  committee.  The  town  councils  were  re- 
quired to  appoint  annually  one  or  more  special  constables 
to  be  truant  officers.®®  These  officers  should  inquire  into 
all  violations  of  the  law  when  so  directed  by  the  school 
committee,  and  were  required  to  visit  each  manufacturing 
establishment  at  least  once  a  term.  They  were  further 
empowered  to  demand  of  the  employer  the  names  of  chil- 
dren under  fifteen  years  and  the  certificates  of  age  and 
schooling.  A  failure  to  produce  such  certificates  would 
be  regarded  as  evidence  of  illegal  employment  of  chil- 
dren. Section  18  of  this  act  repealed  the  law  of  1853  and 
1854.  (Public  Statutes,  Chap.  60  and  Chap.  169,  Sec. 
21-24.) 

This  law  marked  a  decided  step  backward  because  it 
reduced  the  age  limit  for  child  labor  from  twelve  to  ten 
years,  and  repealed  the  act  of  1853  which  limited  the 
hours  of  such  labor.    The  law  of  1853  prohibited  children 


•  The  law  as  originally  passed  referred  only  to  town  councils ;  by 
an  act  of  May  29,  1884  (Chap.  457)  this  was  amended  by  including 
"the  city  councils  of  each  city." 
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under  fifteen  from  being  employed  over  eleven  hours  a 
day  or  before  5  a.  m.  or  after  7.30  p.  m.  The  act  of  1883 
repealed  these  provisions  and  substituted  nothing  in  their 
stead. 

The  plan  of  appointing  truant  officers  was  a  progress- 
ive step,  but  the  law  was  weak  in  that  the  matter  of 
appointing  the  officers  remained  optional  with  the  towns 
and  cities.  The  provision  requiring  employers  to  keep 
on  file  for  inspection  the  age  certificates  of  their  minor 
employees,  is  a  new  and  progressive  feature,  which  we 
see  developed  in  subsequent  laws. 

Administration  of  1883  Law, — The  administration  of 
the  1883  statute  was  in  many  respects  inadequate,  yet, 
for  the  first  three  years  after  its  passage,  it  was  better 
enforced  than  had  been  previous  laws.®^  The  school 
commissioner  reported  that  all  but  ten  cities  and  towns 
appointed  truant  officers,  "and  the  law  was  enforced  to  a 
greater  or  less  extent."®^  In  1883,  the  number  of  chil- 
dren five  to  fj  f teen  years  of  age  not  attending  any  school 
was  14,706;®^  in  1885,  this  number  had  been  reduced  to 
11,222.®'  Several  of  the  towns  complained  that  their  en- 
forcement of  the  law  placed  them  at  a  disadvantage  with 
neighboring  competitors.  Strange  to  relate,  the  city  of 
Providence  ignored  the  statute.®^ 

The  Ten-Hour  Law  of  1885, — It  was  soon  recognized 
that  a  mistake  had  been  made  in  repealing  all  restrictions 
on  hours  of  labor.  In  1885,  an  act  was  passed  limiting 
the  hours  of  work  for  women  and  children  in  manufac- 
turing establishments  to  ten  hours  a  day  and  sixty  hours 
a  week.     (Public  Laws  1885,  Chapter  519.)     This  im- 

"Sec  Governor  Bourn's  Message,  January,  1885. 

•*  Report  of  Commissioner  of  Public  Schools,  1885,  p.  15. 

-/61V/.,  1883. 

"/Wrf.,  1885. 

••  Ihid.,  1885,  p.  15- 
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portant  law  will  be  discussed  in  a  chapter  on  "The  Hours 
of  Labor." 

The  Truant  Law  of  1887.  —  The  law  of  1883  was 
termed  by  the  commissioner  of  public  schools  a  "permis- 
sive" measure,  since  it  contained  no  coercive  provision  to 
cause  the  towns  and  cities  to  appoint  truant  officers.  The 
school  authorities  said  the  employers  were  ready  to  recog- 
nize their  obligations  "if  the  law  could  be  made  compul- 
sory so  as  to  place  the  manufacturers  of  all  towns  on  an 
equal  footing."®*  There  had  been  improvement  during 
the  three  years  following  1883,  but  in  1887  there  was  a 
sudden  increase  in  the  nimiber  of  absentees.®*  By  the 
national  census  of  1880,  it  appeared  that  only  one  of  the 
States  and  territories — New  Mexico — stood  lower  than 
Rhode  Island  in  the  illiteracy  of  its  foreign-bom  popula- 
tion.®'' The  State  census  of  1885  seemed  to  show  that 
the  children  of  the  foreign-bom  were  making  educational 
progress,  while  the  children  of  native  parents  were  going 
backward.®^  The  State  census  and  the  school  reports 
give  the  mill  towns  as  leading  in  absenteeism.®® 

To  meet  these  conditions,  the  truant  law  of  1887  was 

"Report  of  Commissioner  of  Public  Schools,  1884,  p.  12;  1885, 
p.  112. 

**Ihid.,  1887,  p.  125. 

•*  Report  of  G^mmissioner  of  Industrial  Statistics,  1887,  pp.  72,  7Z- 

'^  Ibid.,  p.  74. 

"The  state  census,  1885,  shows  8,001  children,  seven  to  fifteen 
years  of  age,  at  work.  Of  these,  6,420  were  in  mechanical  or  manu- 
facturing establishments.  The  commissioner  of  industrial  statistics 
was  of  the  opinion  that  these  children  did  not  attend  school  the 
requisite  time. — Report  Commissioner  Industrial  Statistics,  1888, 
p.  122. 

School  attendance  was  lowest  in  the  towns  of  Warwick,  Warren, 
Coventry,  North  Smithfield,  Johnson,  Smithfield,  Lincoln  and  Provi- 
dence. The  towns  of  Woonsocket,  North  Smithfield,  Warren,  Cov- 
entry, and  Lincoln  were  leaders  in  illiteracy. — State  Census  of  1885, 
cited  by  Commissioner  Industrial  Statistics,  1888,  pp.  124,  125. 
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passed.  (Laws  of  1887,  Chapter  649.)  The  bill  as 
passed  by  the  House  placed  the  age  limit  at  twelve  years 
and  the  minimum  school  attendance  at  twenty  weeks.  ^®® 
Mr.  Freeman  was  opposed  to  such  a  law  because  it  would 
cause  children  between  ten  and  twelve  to  "loaf  in  idle- 
ness" during  vacation.  ^^^  Mr.  Curtis  thought  work  be- 
tween ten  and  twelve  years  was  beneficial. — "If  they  are 
not  employed  in  the  mill,  they  would  be  engaged  in  some 
other  deviltry. "^®2  The  reduction  of  the  minimum  school 
attendance  to  twelve  weeks  and  the  age  limit  to  ten  years, 
was  advocated  before  the  Senate  committee  by  a  number 
of  prominent  manufacturers,  school  committees,  and  the 
commissioner  of  public  schools.^®*  The  House  vigor- 
ously opposed  the  Senate  amendment  giving  the  school 
committee  power  to  excuse  children  from  attendance. 
The  Senate  threatened  to  kill  the  entire  bill  if  this  clause 
was  not  incorporated  and  the  House  submitted.^®* 

The  most  important  clause  of  this  act  provided  that 
fifty  per  cent,  of  the  State  school  appropriation  be  with- 
held from  towns  not  complying  with  the  truant  law.  It 
was  thought  this  would  give  the  coercive  element  which 
was  so  plainly  lacking  in  previous  truant  laws.  The  gen- 
eral context  of  the  law  is  similar  to  that  of  1883.  There 
are,  however,  some  important  differences.  For  instance, 
the  law  states  that  no  child  under  ten  years  of  age  should 
be  employed  in  any  manufacturing,  mercantile ,  telegraph 
or  telephone  establishment,  while  school  was  in  session. 
The  law  is  hereby  strengthened  in  one  respect  and  weak- 
ened in  another,  for  the  act  of  1883,  while  it  applied  only 
to  manufacturing  establishments,  prohibited  the  employ- 

"•  Providence  Journal,  April  23,  1887. 

"^  Ibid.,  March  11,  1887. 

"^Ibid, 

"•  Providence  Journal,  May  6,  1887. 

^/frfU,  May7,  1887. 
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ment  of  children  under  ten  years  of  age  at  any  time.  A 
refusal  by  the  employer  to  show  certificates  was  punish- 
able with  a  fine  of  $10;  the  old  law  simply  held  that  such 
refusal  would  be  deemed  an  evidence  of  illegal  employ- 
ment of  children.  The  appointment  of  city  truant  officers 
is  placed  with  the  Board  of  Aldermen  instead  of  the  city 
council.  One  of  the  weakest  parts  of  the  law  is  that 
giving  the  school  committee  power  to  excuse  children 
from  school  attendance  for  the  required  twelve  weeks. 
Perhaps,  the  Senate  was  conscious  of  this  fact. 

Enforcement  of  the  Law  of  1887. — This  law  was  not 
enforced.  We  find  the  State  Board  of  Education,  1888, 
saying :  "We  have  a  truant  law,  but  it  is  not  enforced — 
in  many  places  it  is  utterly  disregarded. — Appointed  by 
the  party  in  power,  they  [the  truant  officers]  have  a 
strong  inclination  to  serve  their  friends  and  cater  to  their 
interests.  In  many  towns  their  compensation  is  not 
enough  to  support  them,  and  as  overseers  they  become 
employers  of  these  very  children  who  should  be  in 
school."^®*  In  Woonsocket,  children  "reached  the  age  of 
fifteen  in  a  surprisingly  short  time"  and  truant  officers 
were  removed  if  they  did  not  "please  the  ^bosses.'  "^^* 

For  the  years  1885-1888,  the  State's  school  population 
between  five  and  fifteen  years  increased  6.2  per  cent.  It 
is  natural  to  suppose  that  about  one-half,  or  3.1  per  cent, 
of  this  increase  would  be  for  children  ten  to  fifteen  years 
of  age.  We  find,  however,  that  the  number  of  children 
of  the  latter  age  increased  only  i.i  per  cent.,  ^^'^ — showing 

"•  Report,  1888,  pp.  14-15. 

"^Letter  of  Supt.  McFee,  Woonsocket  Public  Schools,  Dec.  14, 
1887.    (Report  of  Commissioner  of  Industrial  Statistics,  1887,  p.  19.) 

^  Report  of  Commissioner  of  Industrial  Statistics,  1888,  p.  T25. 

The  town  of  Warwick  ipr  this  period  showed  a  gain  of  817  for 
children  five  to  fifteen  years,  and  a  gain  of  only  64  for  those  of  ten 
to  fifteen  years. 
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that  either  the  mortality  of  such  children  was  unusually 
large,  or  the  veracity  of  their  parents  unusually  small. 
For  the  year  1889,  in  the  town  of  Johnston,  which 
then  included  the  manufacturing  center,  Olneyville,  le&s 
than  fifty  per  cent,  of  the  children  of  school  age  were 
in  regular  attendance.*^®  During  the  same  year.  Governor 
Taft  found  it  necessary  "to  call  attention  to  the  evasions 
of  the  truant  law."*^* 

Commissioner  Stockwell  thus  sums  up  the  causes  for 
the  poor  administration  of  the  law  '}^^ 

1.  Indifferent  Public  Opinion:  "The  people 
had  not  yet  become  sufficiently  aroused  to  give 
voice  to  their  belief. 

2.  Indifferent  Officials:  Truant  officers  had 
no  interest  in  education. 

3.  Opposition  of  Manufacturers :  The  inter- 
terests  of  persons  of  power  and  influence  was 
opposed  to  the  enforcement  of  the  law,"  and  the 
official  finds  it  easier  to  yield  to  such  influences 
than  to  withstand  them. 

School  Law  of  1893, — At  the  May  session,  1893,  the 
law  of  1887  was  amended  so  as  to  require  that  all  chil- 
dren between  seven  and  fiften  years  should  attend  school 
eighty  full  days  of  each  year.  (Laws  1893,  Chapter 
1213).  This  increased  the  school  period  by  twenty  days, 
as  the  previous  requirement  had  been  twelve  weeks,  con- 
taining sixty  school  days.  It  has  been  seen  that  the  exist- 
ing laws  were  not  well  enforced.  Could  parents  and  em- 
ployers, who  had  disregarded  the  law  requiring  sixty  days 
school  attendance,  be  expected  to  enforce  the  one  requir- 
ing eighty  days  ?    The  law  states  definitely,  that  children 

"•Report  of  Commissioner  of  Public  Schools,   1889;   Appendix, 
p.  24. 
"•  Message  of  Governor  Taft,  January,  1889. 
"•  Report  of  Commissioner  of  Public  Schools,  1887,  p.  124. 
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lawfully  employed — ^those  ten  years  of  age  and  upwards 
— ^were  exempt  from  the  eighty  day  rule ;  this  exemption 
had  been  implied,  but  not  expressed  in  the  laws  of  1883 
and  1887.  A  provision  is  also  added  that  children  desti- 
tute of  suitable  clothing  should  be  excused  from  attend- 
ing school. 

Administration  of  the  Ten  Year  Age  Limit, — The  age 
limit  for  employing  children  in  manufacturing  establish- 
ments was  reduced  to  ten  years  by  the  law  of  1883.  Was 
this  provision  of  the  law  enforced?  Necessarily  it  was 
better  observed  that  the  twelve  year  limit,  but  the  sad  fact 
remains  that  even  this  low  age  requirement  of  ten  years 
was  frequently  disregarded.  This  abuse  of  child  labor 
was  one  chief  cause  for  the  factory  act  of  1894.  These 
violations  occured  not  only  during  the  early  '8o's,  but  also 
after  1885  when  the  movement  for  labor  legislation  had 
taken  definite  shape. 

The  commissioner  of  industrial  statistics  reported  in 
1887  that  "  the  law  in  regard  to  child  labor  is  not  gener- 
ally observed."  In  visiting  the  mills  he  had  found  chil- 
dren at  work  "who  could  not  have  been  over  eight  years 
of  age."  .  It  was  explained  that  these  children  were  only 
visitors  who  had  brought  the  dinner  of  older  members  of 
their  families,  or  who  were  taking,  for  a  few  minutes, 
the  places  of  their  older  brothers  or  sisters.^"  At  Jack- 
son and  Fiskville  children  under  ten  were  employed.^** 
In  another  mill  the  children  were  closeted  when  the  truant 
officer  came  around. ^^'  In  one  town  when  the  mill  owner 
discharged  twenty-six  children  as  under  age,  they  went 
across  the  township  line  and  were  employed  in  a  rival 


*"  Report  Q)tnmissioner  of  Industrial  Statistics,  1887,  pp.  17,  18. 
"*  Report  Commissioner  of  Public  Schools,  1887,  p.  30. 
"•Speech  of  Mr.  Newell,  of  Lincoln,  House  of  Representatives, 
March  10,  1887.    (Providence  Journal,  March  11.) 


Digitized  by 


Google 


483]  Labor  Legislation  of  Rhode  Island  41 

mill.^^*  Instances  were  cited  of  the  French-Canadians 
sending  their  children  at  the  age  of  eight  years  into  the 
mills.  ^^'^  In  1888,  the  United  States  commissioner  of 
labor  made  a  report  on  the  working  women  of  large  cities. 
Of  610  women  included  in  the  report  for  Providence,  two 
had  begun  work  at  7  years,  two  at  8,  eleven  at  9,  and 
twenty-six  at  10  years  of  age.**® 

In  1890  the  charge  was  made  that  in  Warwick  thous- 
ands of  children  were  employed  contrary  to  the  stat- 
utes.**^ The  commissioner  of  public  schools  for  the  same 
year  was  of  the  opinion  that  in  many  cases  children 
"much  younger"  than  ten  years  were  forced  into  the  mills 
and  shops.**®  A  clergyman  wrote  that  he  knew  of  chil- 
dren "seven,  eight,  nine,  and  ten  years  old  working  for 
five  and  ten  cents  a  day;"**®  another  churchman  told  of 
"hundreds  working  ten  hours  daily,  from  eight  to  ten 
years.  "*^®  Added  to  this  evidence  are  the  numerous  com- 
plaints by  mill  workers  against  the  violations  of  the 
law.*" 


"*  Speech  of  Mr.  Freeman,  General  Assembly,  March  10,  1887. 
(Providence  Journal,  March  11.) 

*"  Speech  of  Representative  Newell,  March  23,  1888. 

""Report  of  United  States  Commissioner  of  Labor,  1888,  p.  149. 

"^  Speech  of  State  Senator  Owen,  May  2,  1890 ;  Providence  Jour- 
nal, May  3. 

"•  Report  of  Commissioner  of  Public  Schools,  1890,  p.  136. 

"•Fifth  Report  Commissioner  Industrial  Statistics,  p.  25. 

"*  Returns  of  employees  to  Commissioner  of  Industrial  Statistics : 
Weaver — ^"We  see  with  sorrow  children  employed  that  are  almost 
babies." — Report,  1889,  p.  150.  .  .  .  Spinner,  Lonsdale — "the  truant 
law  is  not  enforced,  for  there  are  boys  here  nine  years  of  age  that 
never  go  to  school."--Report,  1887,  p.  42.  .  .  .  Weaver— "Children 
are  employed  who  should  be  at  school.  Many  of  them  do  not  look 
to  be  six  years  of  age."— Report,  1889,  p.  153.  .  .  .  Cardmaker— 
"The  child  labor  laws  are  totally  disregarded,"  p.  154.  .  .  .  Can- 
room  employee — "Small  help  are  employed  ranging  from  seven  to 
fifteen  years  of  age,"  p.  154. 
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The  Factory  Inspection  Act  of  1894, — The  numerous 
violations  of  the  law,  gave  impetus  to  a  movement  for  the 
appointment  of  a  state  factory  inspector,  and  for  increas- 
ing the  age  limit  to  twelve  years.  Beginning  with  the 
year  1890,  a  more  active  public  interest  seems  to  have 
been  taken  in  child  labor.  The  commissioner  of  indus- 
trial statistics,  for  1891,  wrote:  "Moral  influences  have 
been  at  work  upon  both  parents  and  those  employing 
children.  That  people  of  all  classes  more  fully  realize  the 
fatal  results  of  putting  children  to  work  *  *  *  at  an 
age  when  their  bodies  cannot  stand  the  burden  placed 
upon  them,  there  can  be  no  doubt."^^^ 

Of  seventy-four  school  officials,  clergymen  and  physi- 
cians, replying  to  inquiries  by  the  comissioner,  one  wished 
the  age  limit  placed  at  7  years ;  three  at  8  years ;  twelve 
at  10  years;  thirty  at  12  years,  six  at  13  years;  eleven  at 
14  years;  and  eleven  at  15  years.  Sixty  of  these  men 
thought  employment  had  a  bad  effect  upon  the  health, 
morals  and  education  of  children ;  ten  were  of  the  opinion 
that  such  employment  was  beneficial.  ^^'  It  is  an  interest- 
ing illustration  of  the  vitality  of  the  old  ideas  regarding 
child  labor,  that  of  some  seventy  men  representing  the 
highest  professions,  ten  thought  such  labor  advantageous, 
and  sixteen  placed  the  age  limit  at  ten  years,  and  four 
even  as  low  as  eight  years.  But,  as  is  seen,  the  majority 
were  in  favor  of  advanced  standards. 

Mr.  Stockwell,  commissioner  of  schools,  was  a  power- 
ful influence  standing  for  the  rights  of  the  children ;  we 
find  him,  in  1894,  saying: — "For  fifty  years  then  we  see 
that  there  has  been  positive  law  against  this  perversion  of 
child  life  and  energy,  and  it  still  exists.  Surely  the 
State  cannot  have  done  its  full  duty  by  itself  or  by  these 

*"  Fifth  Report  Commissioner  Industrial  Statistics,  p.  ix. 
*"/W</.,  pp.  61,  62. 
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little  ones  in  allowing  its  authority  to  be  thus  set  at 
naught."^24 

Governor  Davis,  in  1891,  pointed  out  that  violations  of 
the  child  labor  law  were  "altogether  too  common,"  and 
recommended  that  the  commissioner  of  industrial  statis- 
tics be  charged  with  the  enforcement  of  these  statutes. ^^* 
In  1894,  Governor  Brown  recommended  that  the  age  limit 
be  placed  at  thirteen  years,  and  called  attention  to  the 
charge  that  many  families  came  to  Rhode  Island  because 
children  could  there  be  put  to  work  at  an  earlier  age  than 
in  neighboring  States. ^^®  The  various  civic  and  charitable 
organizations  of  women — especially  those  represented  in 
the  Women's  Council  of  Providence — were  among  the 
most  influential  forces  supporting  this  progressive  move- 
ment. The  Democratic  party  had  for  several  years  been 
advocating  the  further  restriction  of  child  labor,  and  in 
1891,  the  Republican  state  platform  called  for  the  en- 
forcement of  the  child  labor  laws. 

These  influences  forced  the  enactment  of  the  factory 
law  of  1894.^^''  The  measure  prohibited  the  employment 
of  children  under  twelve  years  of  age,  in  manufacturing 
or  mercantile  establishments,  and  required  that  employers 
keep  a  register  of  the  name,  age,  and  birthplace  of  all 
children  employed  under  sixteen  years  of  age.  The  law 
applied  to  all  manufacturing  or  mercantile  establishments 
employing  five  or  more  persons.  Children  under  sixteen 
were  prohibited  from  cleaning  machinery  while  it  was  in 
motion.  The  Governor  was  authorized  to  appoint  two 
factory  inspectors,  one  of  whom  should  be  a  woman,  to 

"•Report,  1894,  p.  2z6. 

*"  Governor  Davis'  Message,  January,  1891. 

"*  Governor  Brown's  Message,  January,  1894. 

""A  similar  measure  was  before  the  Assembly  in  1890,  and  was 
passed  by  the  House.  (Providence  Journal,  March  28,  1890.)  The 
bill,  in  various  versions,  was  presented  several  times  during  the 
succeeding  three  years. 
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inspect  the  establishments  and  enforce  the  law.  Any  per- 
son who  knowingly  permitted  any  child  to  be  employed 
in  violation  of  the  act  would  be  liable  to  a  fine  of  not 
over  $500.  (Laws  of  1894,  Chap.  1278).  The  other 
provisions  of  this  law  will  be  discussed  in  a  chapter  on 
"Factory  Acts." 

Several  laws  were  subsequently  passed  which  strength- 
ened the  statute  of  1894.  In  1898,  the  school  committee 
of  the  city  of  Providence  were  authorized  to  divide  the 
school  year  into  two  equal  terms,  and  all  children  between 
seven  and  fifteen  were  required  to  attend  for  at  least  the 
whole  of  one  term  of  each  year.  The  same  exceptions 
were  made  as  in  the  truant  law  of  1887.  (Laws  of  1898, 
Chap.  587). 

By  an  act  of  1899  (Chap.  708)  the  factory  inspectors 
were  required,  in  addition  to  their  other  duties,  to  enforce 
the  ten  hour  law  regarding  the  labor  of  women  and  chil- 
dren. Another  important  measure  regarding  the  adminis- 
tration of  the  truant  law  was  that  of  1901  (Chap.  924), 
providing  that  the  town  school  committees,  instead  of  the 
town  councils,  should  appoint  the  truant  officers,  whose 
salaries  should  be  paid  out  of  the  school  appropriation. 
Hitherto,  the  town  councils  had  fixed  the  compensation 
of  these  officers,  and  there  had  been  no  special  fund  for 
this  expense. 

Truant  Law  of  IQ02, — During  the  eight  years  follow- 
ing 1894,  the  matter  of  compulsory  school  attendance 
gained  increased  attention,  this  being  due  in  large  mea- 
sure to  the  persistent  efforts  of  School  Commissioner 
Stockwell  and  Mr.  G.  E.  Whittemore,  Truant  Officer  of 
Providence.  Commissioner  Stockwell  pointed  out  that  the 
State  had  been  "derelict  in  its  duty  in  this  matter  of  the 
enforcement  of  the  compulsory  law,"  and  that  Rhode 
Island  had  "practically  become  a  dumping  ground  where 
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neighbors  on  the  North  and  West  deposited  their  poorest 
and  least  welcome  inhabitants.  "^^^  The  philanthropic 
and  civic  organizations  of  Providence  urged  the  enact- 
ment of  a  better  law.  Political  influences  also  entered,  as 
elections  were  being  more  closely  contested  and  the  Dem- 
ocratic party,  under  the  leadership  of  Dr.  Garvin,  by  its 
advocacy  of  labor  legislation,  was  making  a  strong  plea 
for  the  labor  vote. 

The  truant  law  was  passed  in  1902  (Chap.  1009),  was 
drafted  by  a  committee  of  the  State  Teachers'  Associa- 
tion, and  was  a  modification  of  a  bill  drawn  by  Mr. 
Whittemore.  By  this  act,  the  age  limit  for  the  employ- 
ment of  children  during  the  school  session,  was  raised  to 
thirteen  years.  The  weakening  exception  was  made  au- 
thorizing the  school  committee  to  excuse  a  child  twelve 
years  of  age,  upon  the  written  statement  by  the  overseer 
of  the  poor  that  the  wages  of  such  a  child  were  necessary 
to  the  support  of  the  family,  or  that  the  child  was  desti- 
tute of  clothing  suitable  for  attending  school.  During 
vacations,  the  law  of  1894  still  held,  making  the  age  limit 
twelve  years.  Vacations  were,  however,  made  much 
shorter,  as  children  under  thirteen  were  required  to  attend 
school  during  the  entire  session.  The  clause  fixing  a  pen- 
alty reads:  "Every  person,  whether  principal  or  agent, 
who  shall  employ  or  permit  to  be  employed  or  shall  aid  or 
abet  the  employment  of  children"  in  violation  of  this  act 
"shall  for  every  such  offense  or  neglect  of  duty  be  fined 
not  exceeding  twenty  dollars."  It  is  seen  that  this  is  an 
improvement  over  previous  provisions,  for  the  penalty 
applies  to  both  parents  and  employers,  and  the  weakening 
word — "knowingly" — is  omitted.  This  statute,  in  so  far 
as  not  in  conflict  with  the  factory  act  of  1905,  is  the  truant 
law  at  the  present  time. 


'  Report  of  Commissioner  of  Public  Schools,  1900,  p.  78. 
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Administration  of  the  Child  Labor  Law,  1894-1905, — 
During  the  decade  following  the  passage  of  the  factory 
inspection  act,  conditions  regarding  child  labor  showed 
decided  improvement,  but  it  cannot  be  said  that  the  law 
was  rigidly  enforced.  From  many  different  sources,  the 
writer  has  been  informed  that  during  this  period  no  ser- 
ious attempt  was  made  by  the  inspectors  to  carry  out  the 
provisions  of  the  statute.  It  cannot  be  accurately  ascer- 
tained how  far  these  charges  are  true.  However,  this  at 
least  may  be  said:  the  inspectors  seem  not  to  have  been 
very  strenuous  in  their  inspections  and  the  manufacturers 
were  not  troubled  with  prosecutions.  Still,  there  was  a 
substantial  gain.  Perhaps  the  inspectors  were  weak  on 
prosecution  but  strong  m  persuasion.  The  mill  owners 
were  more  fully  realizing  the  evils  attending  the  employ- 
ment of  young  children,  and  the  expression  of  public 
opinion  as  contained  in  the  statute  caused  many  to  adopt 
a  more  progressive  attitude.  The  statistics  of  school  at- 
tendance are  generally  a  fair  index  of  conditions  of  child 
labor.  The  following  are  taken  from  the  reports  of  the 
school  commissioners: 

s  s*  s  2»^'  vp         i« 

Id  ^  c^  l-S  ^3  2^1 

is    §      y     §i    II    g« 

l\        Is  h  n        111       11 

a<2  ^t  US  Ua  UtSo'  £S 

1890 81.5  64,960  12,044  4,292  755  64.2 

1892 81.8  69,004  12,558  4,164  658  70.2 

1893 81.7  71,851  13,134  4,387  748  67.0 

1894 83.8  73,290  11,877  3,505  2,371  69.3 

1895 854  73,175  10,659  2,688  1,634  70^ 

1900 87.4  82,239  10,357  2,392  1,224  70.1 

1905 83.7  95,377  15,558  1,208**  ....  754 

"•Children  seven  and  under  thirteen  not  attending  according  to 
law  of  1902. 
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The  statistics  show  that  the  number  of  children  seven 
and  under  fifteen  years  of  age  not  attending  school  has 
steadily  declined,  and  that  the  percentage  of  enrollment 
has,  for  the  most  part,  increased.  This  tends  to  indicate 
that  child  labor  has  decreased.  However,  the  large  per- 
centage of  daily  absentees  from  the  public  schools — ^some 
30  per  cent. — points  in  the  opposite  direction. 

Improving  conditions  are  indicated  by  the  national  cen- 
sus statistics  of  wage  earners  in  Rhode  Island  manufac- 
tures :*»^ 

Total  Men  over  16    Women  over  z6    Children  over  16 

1880 62,887              37,060  18,270  7,548 

58.9%  29.1%  12.0% 

1890 81,111              49,684  25,602  5,825 

61.2%  31.6%  7.2% 

1900 98,813              64,508  29,269  5,036 

65.3%  29.6%  5.1% 

The  reports  of  the  factory  inspectors  show  that  the 
percentage  of  employees  under  sixteen  years  of  age  has 
steadily  declined  since  the  establishment  of  the  depart- 
ment. In  1894,  of  the  total  number  of  workers,  8.5  per 
cent,  were  under  sixteen;  by  1907,  this  had  been  reduced 
to  4.5  per  cent.^*^    It  will  be  noted  that  there  is  a  close 

'"Twelfth  U.  S.  Census,  Vol.  VIII,  p.  808. 
*"  Report  Factory  Inspectors,  1907. 

Number  of Per  cent. 

adults  children  of 

Year  employed  employed  children 

1894 55,109  5,217  8.5 

1895 53,523  4^473  77 

1896 50,068  4,065  7.5 

1897 56,072  4,786  7.9 

1898 63,259  4,539  6.5 

1899 •..  72,296  4,666  6.0 

1900 76,552  5,253  64 

1901 81,496  5,068  5.8 

1902 86,043  5477  6.0 

1903 90,165  6451  6.7 

1904 88,545  5,895  6.2 

1905 "2,377  6,917  5.8 

1906 123,112  6,932  5.3 

1907 131,059  6,150  4.5 
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agreement  between  the  statistics  of  the  national  census 
for  1900  and  the  inspectors'  report  for  that  year;  the 
census  gives  the  number  of  employees  under  sixteen  years 
as  5,036;  the  report  places  the  number  at  5,253. 

There  is,  however,  evidence  that  the  law  was  not  strictly 
enforced.  Miss  H.  B.  Sewell,  writing  of  child  labor  con- 
ditions in  a  bulletin  of  the  United  States  Bureau .  of 
Labor,  1904,  says: — "There  was  evidence  that  children 
under  twelve  years  of  age  were  employed,  and  that  chil- 
dren between  twelve  and  fifteen  years  of  age  were  em- 
ployed without  school  attendance.  In  some  manufactur- 
ing towns  the  provision  for  schooling  was  not  sufficient 
to  accommodate  all  children  of  school  age  and  the  pro- 
portion of  those  who  attended  fell  below  the  average  for 
the  State.  In  these  towns  the  salaries  of  the  truant 
officers  were  often  so  small  that  they  could  give  very 
little  time  to  the  duties  of  the  office,  or  their  interests 
were  opposed  to  a  zealous  search  for  truants.  The  vil- 
lages belonging  to  these  towns  were  largely  inhabited  by 
French-Canadians  and  Italians  who  had  come  for  employ- 
ment in  the  mills,  many  of  whom  were  eager  to  profit 
by  their  children's  labor,  and  occasionally  succeeded  in 
securing  employment  for  children  under  twelve  years  of 

This  must,  however,  be  pointed  out  here:  of  the  1,213 
children  in  ten  factories,  78  were  especially  investigated 
by  Miss  Sewell.  Of  these  78  children,  none  was  found 
to  be  under  twelve  years  of  age,  and  only  one  had  been 
under  age  when  first  employed.^*' 

In  the  United  States  census  bulletin  No.  69,  is  con- 
tained the  results  of  a  special  investigation  of  child  labor 
in  the  cotton  mills  of  township  of  Warwick,  for  the  year 

^  Bulletin  of  U.  S.  Department  of  Labor,  1904,  p.  488. 
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1900.  Forty-five  children  under  twelve  were  found  em- 
ployed. Of  these,  three  were  9  years  of  age;  six  were 
10  years;  and  thirty-six  were  11  years  of  age.^**  The 
number  of  children  between  the  ages  of  ten  and  fourteen 
employed  in  gainful  occupations  is  given  as  491,^^  of 
which  488  were  in  the  cotton  mills.  ^^®  It  appears,  there- 
fore, that  at  least  42  of  the  45  children  under  twelve 
were  in  the  cotton  mills.  For  the  entire  State,  the  number 
of  operatives  under  twelve  in  the  cotton  mills  is  given  as 
65^*''  It  has  been  seen  that  45  of  these  were  in 
Warwick.  The  question  arises  whether  or  not  the  re- 
turns for  all  parts  of  the  State  were  as  carefully  made  as 
those  given  for  Warwick.  Is  it  probable  that  of  the  vio- 
lations of  the  child  labor  law  in  cotton  mills,  three- fourths 
of  such  offenses  occurred  in  this  single  town.  This 
report  deals  only  with  cotton  mills  and  does  not  consider 
violations  in  other  industries. 

For  conditions  in  February  1905,  Mr.  Owen  Love  joy 
says : — "In  Rhode  Island,  where  a  twelve  year  age  limit 
is  legal  for  work  in  the  mills,  and  school  children  of 
twelve  may  be  granted  a  certificate  to  labor  upon  recom- 
mendation of  the  overseer  of  the  poor,  it  would  seem  that 
a  standard  so  low  would  invite  universal  obedience.  On 
the  other  hand  it  is  found  that  there  are  townships  in 
.which  no  effort  is  made  to  enforce  even  this  minimum 
requirement,  and  children  ten  and  eleven  years  of  age 
are  found  in  the  mills,  while  of  the  twelve-year-old 
children,  only  a  few  appear  ever  to  have  heard  of  such 
an  article  as  an  age  or  schooling  certificate."^*® 

At  the  request  of  the  House  Committee  on  Special 

"*  U.  S.  Census  Bulletin,  No.  69,  p.  56. 
''Ibid.,  p.  56. 

^  Ibid.,  p.  43. 

"•  Annals  Amer.  Acad.  Pol.  and  Soc.  Science,  Vol.  XXV,  p.  45. 
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Legislation,  the  National  Child  Labor  Committee,  in 
March  1905,  made  an  investigation  of  child  labor  condi- 
tions in  the  principal  factory  sections  of  the  State  and 
reported  that  young  children  in  unusually  large  numbers 
were  employed  in  gainful  occupations,  and  that  illiteracy 
among  the  factory  children  was  alarmingly  prevalent 
In  many  factories  children  twelve  and  thirteen  years  of 
age  were  employed  to  labor  at  night ;  and  it  was  a  common 
practice  to  utilize  children  even  below  this  minimum  legal 
age  by  permitting  them  in  the  mills  as  helpers  of  older 
members  of  the  family,  or  of  other  persons.*** 

These  were  conditions  as  to  the  enforcement  law  in  the 
last  years  of  the  period,  1894-1905.  It  is  not  probable 
that  the  administration  was  more  efficient  during  the 
earlier  years  of  that  decade.  Therefore,  as  was  indicated 
in  the  introductory  sentences  of  this  section,  it  may  be 
said  that  though  conditions  improved,  there  were  still 
many  lapses  in  the  administration  of  the  law. 

The  Law  of  1905,^ — In  1905,  the  forces  against  child 
labor  in  Rhode  Island  combined  to  raise  the  age  limit  to 
fourteen  years.  Massachusetts  and  Connecticut  had  long 
since  passed  such  a  law,  and  the  low  standard  of  Rhode 
Island  caused  many  low  grade  workers  to  move  into  the 
State  in  order  to  put  their  children  in  the  mills  at  an 
earlier  age.  The  National  Child  Labor  Committee  sent 
its  best  men  to  Providence  to  direct  the  fight  for  the  law. 
Chief  Factory  Inspector  Hudson  cooperated  with  these 
men  and  it  was  chiefly  through  his  influence  that  a  bill 
containing  practical,  rather  than  very  advanced^  provis- 


*  Particular  instances  cited  by  the  report :   "Little  Mary 


who  is  only  twelve  years  old,  has  already  been  in  the  factory  a  year. 

Albert ,  who  is  thirteen,  weighs  50  lbs.,  and  is  less  than  4 

feet  tall.     .     .     .     Alfred  is  twelve  and  has  been  working  since 

September.    .    .    .    Arthur  ,  who  is  fifteen  years  old,  has 

worked  four  and  a  half  years;  he  could  read  when  he  left  school 
at  ten  years  of  age,  but  has  forgotten  now." 
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ions,  was  presented  to  the  Legislature.  A  bill  of  a  differ- 
ent nature  would  not  have  passed  the  State  Senate.  The 
interests  of  organized  labor  were  represented  by  Messrs. 
T.  F.  Kearney  and  T.  P.  Powers,  while  Bishop  McVickar 
marshaled  the  powerful  influence  of  the  church.  Gov- 
ernor Utter  gave  the  movement  splendid  support  and  is 
still  one  of  the  foremost  champions  of  the  children's 
rights. 

By  the  act  which  passed  March  9,  1905  (Chap.  121 5), 
it  was  decreed  that  no  child  under  thirteen,  on  or  before 
December  31,  1906,  and  no  child  under  fourteen  after 
that  date,  should  be  employed  in  any  factory,  manufac- 
turing or  business  establishments  within  the  State.  Em- 
ployment of  children  under  sixteen  before  6  o'clock  A.  M. 
or  after  8  o'clock  P.  M.,  was  prohibited.  An  exception 
was  made  so  that  the  restriction  should  not  apply  to  mer- 
cantile establishments  on  Saturday  or  on  the  four  days 
immediately  preceding  Christmas  of  each  year.  Children 
under  sixteen  were  prohibited  from  working  in  any  manu- 
facturing or  business  establishment  unless  provided  with  a 
certificate  certifying  that  such  child  before  December  31, 
1906,  was  thirteen  years  of  age,  and  after  that  date,  that 
the  child  was  fourteen  years  of  age.  This  certificate  was 
to  be  issued  by  the  school  committee  and  substantiated 
by  an  attested  copy  of  birth  certificate,  baptismal  certifi- 
cate, or  passport,  stating  also  the  name  and  place  of  resi- 
dence of  the  person  having  control  of  the  child.  Em- 
ployers refusing  to  show  certificates  to  inspectors  are 
liable  to  a  fine  of  not  less  than  $10  nor  more  than  $50. 
It  was  specifically  provided  that  the  law  should  not  apply 
to  children  employed  in  household  service  or  agricultural 
pursuits.  The  penalty  for  violation  of  the  act  either  by 
employers  or  by  parents  is,  as  in  the  law  1894,  a  fine  of 
not  more  than  $500. 
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The  exceptions  by  which  children  are  allowed  to  work 
at  night  on  Saturdays  and  four  days  previous  to  Christ- 
mas, are  objectionable  features  of  the  law.  The  same  is 
true  of  the  exemptions  as  to  domestic  and  agricultural 
labor.  But  it  would  have  been  impossible  to  pass  the  bill 
without  these  exceptions.  Legislation  of  this  character 
is  of  slow  growth  and  its  advocates  must  content  them- 
selves with  a  step  at  a  time.  It  seems  approximately  cer- 
tain, however,  that  the  law  will  eventually  be  revised  so 
as  to  apply  to  every  form  of  child  labor,  and  that  the  age 
limit  for  employing  children  will  be  raised  to  sixteen 
years. 

By  an  act  of  1907  (Chap.  1458)  the  child  labor  statute 
of  1905  was  amended  so  as  to  apply  to  every  person,  firm 
or  corporation,  employing  any  child  under  sixteen  years 
of  age.  Previous  to  this  act,  the  law  did  not  apply  to 
establishments  employing  less  than  five  persons. 

Present  Administration  of  the  Child  Labor  Law: — To 
ascertain  the  exact  conditions  of  the  administration  of  the 
child  labor  law  is  extremely  difficult.  There  is  danger 
of  placing  emphasis  on  unusual  rather  than  typical  in- 
stances of  violation.  Politics  enters  the  discussion  and 
charges  are  made  by  those  who  have  a  longing  eye  for  a 
position  in  the  inspection  bureau.  A  white  light  beats 
upon  every  public  office,  and  an  official  will  make  enemies 
no  matter  what  policy  he  adopts. 

Numerous  charges  have  been  made  that  the  law  is 
flagrantly  violated.  The  factory  inspectors  flatly  deny  all 
such  statements.  The  writer  has  endeavored  to  make  an 
unbiased  study  of  the  matter,  and  to  him  the  truth  seems 
to  lie  between  these  two  positions.  It  appears  that  the 
violation  of  the  law  is  not  so  flagrant  as  critics  charge, 
nor  the  enforcement  so  efficient  as  the  inspectors  would 
have  us  believe.    The  law  would  probably  be  better  en- 


Digitized  by 


Google 


495]  Labor  Legislation  of  Rhode  Island  53 

forced  if  the  opinion  of  the  average  citizen  on  this  subject 
were  active  and  militant  rather  than  passive  and  perfunc- 
tory. The  preacher  and  teacher,  the  school  officials  and 
philanthropic  individuals  are  aroused  to  the  necessity  of 
preventing  child  labor,  but  the  matter  does  not  much  con- 
cern the  citizen  of  average  intellectual  and  business  inter- 
ests. Not  until  the  general  public  makes  an  active  de- 
mand for  the  strict  enforcement  of  the  law,  will  it  be  so 
enforced. 

In  order  to  obtain  information  as  to  the  administration 
of  the  law,  the  writer  accompanied  the  inspectors  upon 
their  visits  to  some  dozen  factories  in  Providence,  Paw- 
tucket  and  Woonsocket ;  and  worked  as  a  laborer  in  sev- 
eral establishments  in  Providence  and  the  Blackstone 
Valley.  While  so  engaged  in  the  mills,  lodging  was 
secured  in  factory  boarding  houses,  and  throughout  the 
summer  of  1907  the  writer  was  more  or  less  in  contact 
with  the  factory  workers. 

The  inspectors'  inquiries  into  the  conditions  of  the  mills 
visited  appeared  to  be  by  no  means  thorough,  in  fact  they 
seemed  rather  perfunctory.  It  is  not  known  if  this  was 
the  usual  method  of  inspecting;  it  may  have  been  that 
the  examination  was  purposely  made  rapidly  so  as  to 
show  the  writer  as  much  of  the  establishments  as  possible. 
Though  the  inspection  was  of  this  cursory  character,  chil- 
dren without  certificates  were  found  in  several  of  the 
mills  and  few  of  these  children  gave  their  ages  as  under 
fourteen.  It  is  probable  that  had  the  inquiry  been  more 
searching  other  such  children  would  have  been  found. 

The  writer  counted  forty-six  small  children  entering 
one  of  the  two  main  entrances  to  a  large  woolen  mill  in 
Providence.  If  size  be  taken  as  a  criterion,  many  of  these 
children  did  not  appear  to  be  fourteen  years  of  age.  In 
a  large  building  of  Providence  devoted  entirely  to  jewelry 
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establishments,  there  are  two  shops  known  among  the 
workers  as  "the  kindergartens."  It  is  highly  probable 
that  these  two  establishments  employ  many  children  in 
violation  of  the  statute.  On  the  bulletin  of  this  building 
were  notices  calling  for  "small  girls"  to  work  in  the 
jewelry  shops. 

In  the  braiding  room  of  a  Providence  factory,  there 
were  two  children  employed  who  were  almost  certainly 
under  age.  One  of  these  children  said  he  had  learned  to 
operate  a  braiding  machine  in  a  town  of  Scituate.  The 
North  Providence  mills  employ  a  number  of  children,  who 
are  not  larger  than  the  newsboys  who  give  their  ages  as 
twelve  years.  A  large  department  store  in  Weybossett 
street,  Providence,  has  a  large  percentage  of  children 
among  its  employees.  Some  of  these  little  workers  are 
very  small  and  delicate.  If  a  considerable  percentage  of 
the  children  employed  in  several  Woonsocket  mills  are 
not  under  age,  it  is  evident  that  children  now-a-days  are 
either  not  growing  to  the  usual  size  or  they  are  developing 
rather  late  in  life.  In  North  Smithfield,  children  form 
a  large  part  of  the  mill  force.  As  a  rule,  these  do  not 
seem  to  be  under  fourteen  years  of  age,  but  their  wretched 
physical  appearance  perhaps  indicates  that  they  have  been 
long  employed  amid  unsanitary  surroundings.  The  con- 
dition of  child  labor  in  Burrillville  was  better  than  the 
writer  had  been  led  to  expect.  There  was,  however,  one 
mill  in  this  township  which  employed  children  who  were 
certainly  not  over  ten  years  of  age. 

The  writer  questioned  many  of  the  mill  workers  as  to 
the  enforcement  of  the  law.  Several  of  these  were  of  the 
opinion  that  the  law  was  well  enforced ;  a  greater  number 
were  emphatic  in  their  statements  that  the  administration 
of  the  statute  was  "a  farce."  The  several  trade  union 
officials  interviewed  were,  without  exception,  of  the  opin- 
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ion  that  the  law  was  absolutely  disr^^rded,  and  some 
of  them  made  the  charge  of  collusion  between  the  manu- 
facturers and  the  chief  factory  inspector. 

Mr.  Gilbert  E.  Whittemore,  truant  officer  of  Provi- 
dence, in  his  report,  September,  1907,  had  this  serious 
complaint  to  make  against  the  factory  inspectors : — 
"Numerous  cases  have  come  to  my  knowl- 
edge of  illegal  employment  of  children,  who 
should  be  in  school,  and  the  process  of  ordering 
children  in  such  cases  to  quit  such  employment, 
which  seems  to  be  the  only  method  employed, 
is  getting  decidedly  stale  and  ineffective.  One 
single  break  of  seventeen  children  from  one 
school  to  emplo)mient  unauthorized  either  by 
age  or  certificate  occurred  this  year  and  in  some 
of  these  cases  the  parents  refused  my  request 
that  the  children  be  immediately  returned  to 
school.  *  *  *  These  parents  stated  in 
open  court  that  they  had  been  promised  immun- 
ity from  trouble  by  the  parties  employing,  if 
they  allowed  their  children  to  work,  but  the 
prospect  of  continued  fines  of  twenty  dollars 
and  costs  weakened  the  guaranty  effectively. 
Threats  of  like  process  in  the  other  cases  in 
case  of  obstinacy  returned  all  of  the  children  to 
school. 

I  have  also  with  reluctance  prosecuted  chil- 
dren as  truants  who  were  illegally  working, 
and  whose  parents  shirked  the  responsibility  of 
such  employment.  Such  children  have  stated  in 
open  court  that  they  were  employed,  given  name 
and  location  of  employer,  stated  their  wages, 
and,  in  one  instance,  presented  a  pay  envelope. 
I  do  not  believe  that  this  is  the  proper  or  fair 
way  to  enforce  the  child  labor  laws.  I  think 
that  employers,  not  parents  or  children,  should 
be  prosecuted  for  violations  of  child  labor  laws, 
but  I  do  not  think  that  Providence  employers 
should  be  prosecuted  unless  employers  in  all 
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parts  of  the  state  are  treated  exactly  alike.    I  do 
not  believe  that  the  child  labor  laws  can  be  en- 
forced by  persuasion." 
Mr.  Whittemore  stated  to  the  writer  that  during  the 
year  ending  June  30,  1907,  he  notified  the  factory  in- 
spection department  of  93  cases  of  illegal  employment, 
but  the  inspectors  did  not  institute  proceedings  against 
any  of  the  offending  employers. 

This  evidence  seems  to  point  to  the  conclusion  that  the 
child  labor  law  is  not  rigidly  enforced,  and  that  the  public 
would  be  justified  in  demanding  a  more  efficient  adminis- 
tration of  a  statute  which  is  of  vital  importance  to  the 
welfare  of  the  State. 
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CHAPTER  III. 

HOURS  OF  LABOR. 

From  the  earliest  days  of  American  trade  unions, 
one  of  the  chief  demands  of  organized  labor  has  been  that 
for  a  shorter  working  day.  As  far  back  as  1825,  this 
question  formed  the  basis  for  associations  of  laborers, 
and  at  the  present  time  the  movement  for  an  eight-hour 
day  is  one  of  the  main  issues  supported  by  union  men. 
Therefore,  a  history  of  the  movements  for  changing  the 
hours  of  work  is,  in  part,  also  a  history  of  Rhode  Island 
trade  unions. 

Like  the  use  of  child  labor,  the  long  hours  of  work  in 
the  early  factories  were  a  survival  of  the  old  domestic 
system  under  which  the  workers  in  their  own  homes 
forced  themselves  and  their  children  to  labor  from  early 
morning  until  far  into  the  night.  It  is  in  the  industries 
closely  resembling  those  under  this  domestic  system — 
such  as  sweat  shops  and  home  seamstress  work — that  the 
longest  hours  are  still  to  be  found. 

The  successful  cultivation  of  New  England  farms  re- 
quired long  hours  of  labor.  Their  owners  were  hard 
workers  and  frugal  livers ;  they  did  not  spare  themselves 
and  they  expected  the  same  sustained  labor  from  their 
farm  help.^  When  the  New  England  farm  hand,  or  the 
girl  trained  by  the  housewife,  went  into  the  mills,  they 
carried  with  them  these  habits  of  labor.  Long  hours 
were  considered  a  matter  of  course. 


*"A  day's  work  in  1820  was  from  sun  rise  to  sun  set,  and  in 
haying  time  anywhere  up  to  9  o'clock  at  night." — ^T.  R.  Hazard: 
Miscellaneous  Letters  and  Essays,  p.  123. 
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Conditions  During  Early  Part  of  ipth  Century, — Com- 
missioner Oliver  of  Massachusetts  says  of  early  mill  con- 
ditions in  New  England :  "The  system  of  long  hours  was 
first  adopted  as  in  England,  and  the  operatives  went  to 
work  before  breakfast.  For  this  meal  thirty  minutes  was 
allowed  and  for  dinner  forty-five  minutes.  The  general 
length  of  time  per  day  was  fourteen  or  fifteen  hours."* 
The  press  praised  the  prosperous  condition  of  England 
where  weavers  obtained  constant  emplo)mient  working 
fourteen  to  sixteen  hours  a  day.* 

To  keep  the  worker  busy  from  sun  to  sun — ^and  after, 
was  considered  an  end  devoutly  to  be  sought.  We  read : 
"The  usual  working  hours  being  twelve,  exclusive  of 
meals,  six  days  in  the  week,  the  workmen  and  children 
thus  employed  have  little  time  to  spend  in  idleness  or 
vicious  amusement.***  Seth  Luther,  the  labor  leader, 
claimed  that,  in  general,  thirteen  hours  of  actual  work 
was  required  by  the  New  England  mills.  At  the  Eagle 
Mills,  Griswold,  Conn.,  fifteen  hours,  ten  minutes  of 
actual  labor  was  the  rule.'  To  make  matters  worse,  these 
hours  were  measured  by  factory  time  which  was  about 
twenty-five  minutes  behind  solar  time:  the  mills  started 
by  solar  time,  but  stopped  by  factory  time.® 

Several  writers  have  drawn  very  dark  pictures  of  the 
early  factory  conditions.''    It  is  probable  that  the  estimates 

•  Report  Massachusetts  Bureau  Industrial  Statistics,  1870,  p.  91. 

•  Providence  Patriot,  May  30,  1829. 

•Letter  of  Smith  Wilkinson,  Pomfret,  Conn.;  White's  Memoirs 
of  Slater,  p.  126. 

•Luther:  Address  to  Workingmen  of  New  England,  p.  21. 

•  Grieve :  History  of  Pawtucket,  p.  98 ;  Luther :  Address  to  Work- 
ingmen of  New  England;  cf.  N.  H.  Gazette,  quoted  by  Providence 
Patriot,  April  7,  1832;  Address  of  Providence  Workingmen  to  the 
Public,  Providence  Patriot,  April  14,  1832. 

'"To  be  as  they  are,  like  the  brutes  which  perish  and  possessed 
only  of  instinct ;  deprived  of  the  liberty  of  thought,  speech  and  body ; 
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have  somewhat  exaggerated  the  existing  evils.  Long 
hours  of  work  seem  to  have  been  the  chief  complaint 
made  by  the  laborers.  Most  of  the  mills  were  small  and 
sanitary  conditions  were  not  then  pressing  problems. 

Union  Labor  Demands  A  Shorter  Day,  1825-1835, — 
The  trade  union  movement  in  New  England  may  be  re- 
garded as  beginning  with  the  year  1825,®  and  from  its 
inception  concerned  itself  with  the  hours  of  labor.  The 
lecture  of  Edward  Everett  before  the  Charlestown  Ly- 
ceum in  1830,  gives  evidence  that  there  was  some  public 
recognition  of  this  agitation.®  The  Providence  Associa- 
tion of  Mechanics  and  Manufacturers  had  been  founded 
in  1789,  but  it  cannot  be  considered  a  labor  organization. 

The  laborers  of  Rhode  Island  were  among  those  most 
active  in  this  early  demand  for  a  shorter  working  day. 
December  5,  1825,  delegates  from  five  New  England 
states  met  in  Providence  and  approved  the  proposals  for 
limiting  the  hours  of  labor.  ^^  This  meeting  called  a  con- 
vention to  meet  in  Boston,  Feb.  16,  1826,  at  which  time 
a  general  association  of  New  England  was  formed. 
March  3rd,  of  the  same  year,  the  Providence  Association 

one  would  think  they  must  sometimes  at  least  imagine  themselves  on 
the  confines  of  the  lower  regions,  and  that  without  much  stretch  of 
the  imagination."  Thomas  Mann:  Picture  of  Woonsocket,  1835, 
p.  16. 

Owing  to  the  commercial  depression  of  1829,  "in  too  many  cases 
the  manufacturers  had  lost  sight  of  the  human  beings  who  operated 
their  machines,  and  they  too  often  mistook  injustice  and  cruelty  for 
order  and  discipline.  I  know  of  one  who  was  in  the  habit  of  flogging 
the  children  in  his  employ  out  of  sheer  wantonness.  .  .  .  Many 
of  the  mill  owners  were  of  the  loosest  morals,  and  the  factory  girl 
was  fortunate  who  preserved  her  honor  and  her  position."  Richard- 
son :   History  of  Woonsocket,  pp.  171,  172. 

•  R.  T.  Ely :  Labor  Movement  in  America,  p.  40. 

•First  Report  Massachusetts  Bureau  Industrial  Statistics,  p.  93. 

*•  Jones:  Transformation  of  Providence  from  a  Commercial  to  a 
Manufacturing  Community,  p.  iii. 
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of  Workingmen  was  organized  to  support  the  demand 
for  the  ten-hour  day  and  thus  secure  for  the  factory  chil- 
dren some  of  the  advantages  of  pubHc  education.  ^^ 

The  movement  gained  momentum  in  the  early  thirties. 
During  the  decade  following  1829,  the  Democratic  party 
was  in  active  sympathy  with  the  plans  of  the  workers ;  in 
fact,  it  came  near  being  a  workingman's  party. ^^  We 
know,  that  the  ''Republican  Herald,"  the  chief  democratic 
organ  in  Rhode  Island,  was  at  first  neutral  as  to  the  de- 
mands of  the  unionists,  but  later  became  their  champions, 
and  through  its  columns  the  desires  of  the  working-men 
were  made  known  to  the  public.  At  a  meeting  of  the 
mechanics  of  Providence,  Sept.  29,  1831,  it  was  shown 
that  the  mill  hands  of  Taunton  and  other  towns  had  dis- 
continued the  practice  of  "working  by  candle  light,"  and, 
following  their  example,  the  Providence  laborers  de- 
clared they  would  work  only  **from  the  rising  of  the 
sun  to  the  setting  of  same."^* 

On  the  loth  of  October,  the  workingmen  voted  to 
"consider  ten  hours  of  actual  work  sufficient  for  a  day's 
work."  At  this  meeting  the  argument  was  advanced  that 
the  interest  of  the  public  should  be  given  first  place :  "if 
it  would  be  a  public  benefit  for  the  mechanic  to  work 
fifteen  hours,  we  ought  to  do  it;  *  *  *  if  ten  hours 
work  per  day  is  a  public  benefit  our  employers  ought  to 
be  satisfied,  notwithstanding  it  be  to  their  disadvant- 
age."^* This  meeting  called  a  convention  to  be  held  in 
Providence  the  first  Monday  in  December.  Many  mill 
towns  sent  delegates  to  this  meeting  of  December  sth, 

"/6id.,  p.  Ill ;  Columbia  Phoenix,  March  24,  1826;  Mfg.  &  Farm. 
Jour.,  March  24,  1826. 
"  Ely :  Labor  Movement  in  America,  p.  43. 
"Providence  Patriot,  Oct.  i,  183 1. 
"Providence  Patriot,  Oct.  15,  1831. 
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and  a  general  convention  of  New  England  workers  was 
planned  to  meet  in  Boston,  Feb.  16,  1832.^*^ 

This  convention  was  attended  by  seventy-six  delegates 
from  the  important  factory  towns  of  Rhode  Island,  Mas- 
sachusetts, Connecticut,  and  New  Hampshire,  and  during 
a  two  days'  session,  the  organization  of  the  New  Eng- 
land Association  of  Farmers,  Mechanics  and  other  Work- 
ingmen,  was  formed.  Plans  were  outlined  for  an  effec- 
tive campaign  against  the  long  working  day.  The  report 
of  the  committee  on  education  shows  that  the  workers 
were  keenly  alive  to  the  situation : 

"The  opportunities  allowed  to  children  and  youth  em- 
ployed in  manufactories  to  obtain  an  education  suitable 
to  the  character  of  American  freemen,  and  the  wives  and 
workers  of  such,  are  altogether  inadequate  to  the  pur- 
pose :  That  the  evils  complained  of  are  unjust  and  cruel ; 
and  are  no  less  than  the  sacrifice  of  the  dearest  interests 
of  thousands  of  the  rising  generation  of  our  country  to 
the  cupidity  and  avarice  of  their  employers.  And  they 
can  see  no  other  result  in  prospect,  as  likely  to  eventuate 
from  such  practices,  than  generation  on  generation, 
reared  in  profound  ignorance  and  the  final  prostration 
of  their  liberties  at  the  shrine  of  a  powerful  aristoc- 
racy."^« 

This  convention  attracted  much  attention  to  the  work- 
ingmen  and  caused  their  demands  for  a  shorter  work  day 
to  be  supported  by  some  of  the  leading  papers  of  the 
time.*^  At  a  meeting  of  the  Providence  mechanics,  Feb- 
ruary 25,  it  was  decided  to  form  an  association  auxiliary 

*•  Grieve :  History  of  Pawtucket,  p.  98. 

"  Grieve :  History  of  Pawtucket,  p.  99 ;  Proceedings  of  New  Eng- 
land Association  of  Farmers,  Mechanics,  etc.,  1832,  republished  in 
Handbook  Rhode  Island  Knights  of  Labor,  1894. 

"Cf.  Boston  Transcript  editorial,  quoted  by  Providence  Patriot, 
Feb.  29,  1832. 
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to  the  Boston  organization  in  order  to  put  into  effect  the 
resolution  there  adopted.^®  The  movement  continued 
to  gain  in  strength  during  the  succeeding  months. ^®  In 
an  address  of  the  Providence  workingmen  to  the  public, 
the  citizens  were  asked  to  leave  for  a  moment  the 
question  of  the  "American  System"  of  protection  to 
manufacture,  and  consider  the  effect  of  the  prevailing 
system  of  labor  upon  the  workmen  and  his  children. 
The  manufacturers  were  making  education  impos- 
sible by  compelling  their  operatives  to  labor  from  day- 
light to  eight  o'clock  at  night.  "The  smallest  child  whose 
steps  are  sometimes  quickened  by  the  lash — the  female, 
however  feeble  her  constitution,"  must  begin  to  toil  "ere 
the  sun  has  roused  the  lark."^^ 

After  1834,  this  movement,  which  had  once  been  so 
bright  with  promise  for  the  laboring  man,  began  to  de- 
cline, and  gradually  it  disappeared  before  opposing 
forces.  It  is  true,  the  Rhode  Island  workmen  in  1834 
protested  against  the  banking  system  and  sent  a  delega- 
tion to  Washington  to  present  their  views^^  but  this  activ- 
ity was  due  to  political  rather  than  economic  causes.  It  is 
probable  the  industrial  depression  following  1836,  put  a 
damper  on  the  ten  hour  agitation:  men  were  very  glad 
to  get  work  on  any  terms.  Again,  the  majority  of  the 
mill  workers  did  not  own  $134  of  real  estate,  and  being, 
therefore,  without  the  suffrage,  could  not  directly  influ- 
ence legislation.  During  this  decade,  numbers  of  Irish 
immigrants  came  to  New  England;  their  standards  of 
life  were  not  high,  and  they  displaced,  in  large  degree, 

"Providence  Patriot,  Feb.  29,  1832. 

*•  Cf.  Providence  Patriot,  March  7,  March  24,  April  4,  1832. 
*  Providence  Patriot,  April  14,  1832. 

"Republican  Herald,  Feb.  15,  1834;  also  sec  letter  in  Mfg.  &  Farm. 
Jour.,  April  3,  1834. 
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the  native  mill  workers.  ^^  Another  cause  for  the  lapse 
of  the  labor  movement  after  1834,  seems  to  have  been 
that  the  thoughts  of  the  people  were  occupied  by  other 
matters,  such  as  the  financial  policy  of  the  national  gov- 
ernment, the  anti-masonic  agitation,  and  prohibition. 

The  Law  of  1853. — About  the  middle  of  the  cen- 
tury, the  demand  for  a  ten-hour  day  again  became  a  fea- 
ture of  legislative  discussions.  During  the  period  1840- 
50  there  was  much  agitation  among  the  mill  help  of  Eng- 
land for  a  shorter  working  day,  and  this  probably  had 
some  influence  in  America.  National  legislation  also 
encouraged  the  movement.  In  1840,  President  Van 
Buren  issued  an  order  establishing  the  ten-hour  day  in  all 
United  States  public  works.  With  the  growth  of  the 
factory  system  and  the  increased  use  of  child  labor,  the 
concomitant  evil  of  long  hours  forced  itself  upon  the 
attention  of  the  legislators. 

As  we  have  seen  in  a  previous  chapter,  the  Legislature, 
in  1 85 1,  found  it  necessary  to  order  an  investigation  of 
child  labor.  Colonel  Welcome  Sayles,  the  investigating 
commissioner,  in  his  report  presented  in  1853,  had  this 
to  say  of  the  hours  of  labor :  "In  this  there  is  great  dis- 
parity between  the  different  establishments.  There  are 
a  few  mills  that  scarcely  average  to  exceed  1 1  hours  per 
day,  certainly  not  to  1 1 J4  hours ;  very  many  that  do  not 
exceed  twelve  hours,  perhaps  the  majority  of  them  not 
more  than  12^  hours;  whilst  there  are  mills,  that  from 
the  best  data  that  could  be  obtained,  work  14  hours  per 
day.     There  are  mills  during  the  last  winter  that  com- 

"  About  the  period  1836  to  1840  very  material  changes  took  place 
among  the  operatives.  .  .  .  Under  the  prejudice  of  nationality 
and  the  decrease  of  native  help,  the  American  element,  the  daughters 
of  independent  farmers  .  .  .  retired  from  the  mill  and  factory  and 
can  no  longer  be  found  therein."  First  Report  Massachusetts  Bureau 
Industrial  Statistics,  p.  91. 
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menced  work  at  5.30  A.  M.  on  all  days  but  Saturday,  and 
on  that  day  at  4.30  A.  M.,  as  they  left  work  earlier  in  the 
afternoon  of  that  day — making  more  than  13  hours  of 
labor  in  the  very  shortest  days.  There  are  but  a  small 
portion  of  the  mills  that  work  less  than  the  whole  day, 
however  long.  .  .  .  To  me,  as  to  others,  it  seems 
far  more  disagreeable  to  see  little,  half-clothed  children 
seeking  their  way  to  the  factory  in  the  very  darkness  of 
a  winter's  night,  rather  than  in  the  hours  of  warmth  and 
light."23 

As  a  result  of  this  report  and  the  many  petitions  from 
workingmen,^*  the  act  of  January,  1853,  was  passed.^ 
By  this  law,  ten  hours  was  '^efined  as  a  legal  day's  work 
unless  otherwise  agreed  by  contracting  parties.  It  was 
further  provided  that  no  child  under  twelve  years  of  age 
should  be  employed  in  any  manufacturing  establishment 
for  more  than  eleven  hours  of  any  one  day,  and  not  be- 
fore 5  A.  M.  or  after  7.30  P.  M.  The  owner  or  em- 
ployer "wilfully  and  knowingly  violating  these  provisions 
was  liable  to  a  fine  of  $20,  one-half  going  to  the  com- 
plainant, the  other  to  the  district  school  fund. 

Administration  of  the  18 SJ  Law. — The  provision  for 
the  ten-hour  day  for  all  workers  was  made  void  by  the 
clause  that  contracting  parties  could  agree  upon  a  longer 
period  of  work.  The  principle  that  the  State  can  restrict 
contracts  made  by  adults  was  not  then  recognized — ^nor 
is  its  recognition  generally  accepted  at  the  present  time. 
Says  the  Providence  Journal  of  that  date,  "To  protect 
children  against  excessive  labor  is  just  and  proper;  to 
prevent  men  working  as  long  as  they  please,  is  hardly 
possible."2o 

"Report,  p.  5  (Rhode  Island  Acts  and  Resolves,  1853). 
*•  Mfg.  &  Farm.  Journal,  Feb.  5,  May  12,  1852. 
"  Rhode  Island  Public  Laws,  1844-1857,  p.  945. 
"Feb.  28,  1853. 
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There  is  no  provision  for  the  enforcement  of  the  re- 
strictions upon  the  hours  of  child  labor.  However,  the 
working  hours  seem  to  have  been  gradually  reduced. 
The  manufacturers  found  this  to  be  a  good  business  pol- 
icy ;  it  was  good  economics.  Certainly  there  was  very  little 
coercion.  This  reduction  of  the  factory  hours  to  eleven 
hours  came  about  gradually,  the  employers  who  combined 
business  sense  and  philanthropy,  leading  the  way.  In  the 
early  seventies,  we  find  the  eleven-hour  rule  to  be  in  gen- 
eral practice.  In  a  word,  then,  the  employer  decided 
whether  or  not  he  would  observe  this  statute  and  his  gen- 
eral decision  was  in  the  affirmative. 

Repeal  of  the  185J  Law. — All  restrictions  on  the 
hours  of  child  labor,  as  contained  in  the  statute  of  1853, 
were  repealed  by  section  18  of  the  truant  law  of  1883, 
(Chapter  363).  By  this  act,  Rhode  Island  was  left  with- 
out any  limitation  upon  the  length  of  the  working  day. 
It  is  difficult  to  see  why  this  action  was  taken ;  the  law  was 
not  interfering  with  the  manufacturers,  for  the  week's 
work  had  been  reduced  to  about  66  hours  and  the  prac- 
tice of  employing  children  earlier  than  five  o'clock  in  the 
morning  had  ceased.  Governor  Bourn  says  in  his  mes- 
sage, 1885,  that  this  repeal  of  all  restrictions  on  the 
hours  of  labor  was  perhaps  unintentional. 

The  Ten  Hour  Law  of  1885. — The  annulment  of  the 
law  of  1853  gave  impetus  to  the  ten-hour  day  movement. 
The  demand  for  such  a  law  was  not  a  sporadic  develop- 
ment, for  it  had  been  a  perennial  principle  of  union  labor. 
In  1869,  ^^^  labor  interests  succeeded  in  persuading  Con- 
gress to  pass  an  act  providing  for  an  eight-hour  day  on 
all  government  work.  By  an  interpretation  given  this 
law  it  became  ineflfective,  but  it  remained  a  statute  and 
perhaps  influenced  State  legislation.  For  many  years 
subsequent  to  1868,  the  National  Labor  Union  condemned 
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the  practice  of  working  women  and  children  ten  to  fif- 
teen hours  a  day  as  "brutal  in  the  extreme  and  subversive 
to  the  health,  morality  and  intelligence  of  the  nation. "^^ 
Throughout  the  seventies,  there  were  strikes  for  the  ten- 
hour  day.  In  1873  this  was  the  cause  of  a  protracted 
strike  in  the  textile  mills  of  Woonsocket  and  Olneyville.^® 
A  definite  and  sustained  effort  to  secure  this  shorter  work 
day  began  with  the  organization  of  the  Knights  of  Labor. 
This  labor  organization  practically  forced  the  passage  of 
the  act  embodying  this  reform. 

The  question  was  soon  introduced  in  politics.  In 
1875,  Governor  Howard  had  urged  the  limitation  of  the 
hours  of  work  for  women  and  children,^®  and  a  decade 
later,  Governor  Bourn  added  his  support  to  the  move- 
ment.^^  In  1885,  the  platform  of  the  Democratic  party 
advocated  such  a  measure.  The  Democrats  claim  that 
they  forced  the  Republicans  to  pass  the  bill.  There  is 
no  doubt  that  the  former  party  was  the  more  active  in  its 
support.  In  the  elections  of  1885,  Pawtucket,  which  had 
been  Republican,  gave  a  Democratic  majority  on  this 
issue.  Woonsocket  would  have  done  likewise,  had  not 
the  Republican  nominating  caucus  passed  resolutions  en- 
dorsing the  ten-hour  bill.  In  Cumberland,  the  labor  vote 
gave  the  Democrats  a  decided  majority.^^ 

At  the  January  session,  1885,  the  workers  stormed  the 
Legislature  with  petitions  and  resolutions.®^     Practically 

"Ely:  Labor  Movement  in  America,  p.  341. 

*  Providence  Journal,  May  26,  1873,  et  seq, 

"Governor  Howard's  Message,  1875. 

••  Governor  Bourn's  Message,  1885. 

"  Editorial,  Weekly  Journal,  April  10,  1885. 

"Previous  to  1885,  there  had  been  several  attempts  to  secure  a 
ten-hour  law.  Such  an  act  was  defeated  in  the  Senate,  Feb.  24,  1881, 
by  a  vote  of  20  to  12.  (Providence  Journal,  Feb.  25,  1885.)  .  .  . 
March  22,  1883,  a  bill  was  introduced  providing  that  minors  under 
eighteen  and  women  should  not  be  employed  in  any  manufacturing 
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every  mill  town  in  the  State  sent  a  petition  praying  for 
a  shorter  working  day.®^  Over  16,000  names  were  at- 
tached to  these  papers.  Some  of  these  names  were  dup- 
licates and  others  were  not  signed  in  person,  but  there  is 
little  doubt  that  the  petitions  represented  the  opinions  of 
the  great  mass  of  mill  workers.  Some  238  persons  and 
91  corporations,  representing  the  chief  manufacturing 
interests  of  the  State,  appealed  to  the  law-makers  to  de- 
feat the  bill. 

The  numerous  public  hearings  held  by  the  legislative 
committees  gave  ample  opportunity  for  the  advocates  and 
the  opponents  of  the  bill  to  present  their  cases.  The  sup- 
porters of  the  act  argued  that  reductions  of  hours  had 
been  attended  by  increased  production,  and  authorities 
were  cited  to  substantiate  this  contention.  The  Lonsdale 
Ann  and  Hope  Mill  had  for  several  years  been  running 
three  hours  a  week  less  than  the  majority  of  Rhode  Isl- 
and mills,  without  experiencing  any  financial  loss.  How- 
ever, the  question  was  not  primarily  one  of  economics 
but  one  of  common  humanity;  life  and  health  should  be 
placed  above  property.  The  working  people's  chief  need 
was  an  opportunity  for  self -development,  and  this  oppor- 
tunity was  denied  them  by  the  long  and  exhausting  hours 
of  labor.  It  was  a  mistake  to  give  great  attention  to  pro- 
duction and  little  to  consumption ;  the  laborer  should  have 
sufficient  leisure  to  enjoy  the  fruits  of  his  labor.  As  a 
consumer,  rather  than  as  a  producer,  he  should  be  of 
first  importance.  Why  worry  over  "Freedom  of  Con- 
tract?"    There  was  no  such  thing.     The  operative  was 

establishment  over  ten  hours  a  day.  (Weekly  Journal,  March  23, 
1883.)  .  .  .  The  bill  was  again  before  the  Legislature  in  1884. 
It  passed  the  House,  but  failed  to  pass  the  Senate  on  the  last  day  of 
the  session. 

"  See  Daily  Providence  Journal,  Jan.  14,  15,  28,  Feb.  4,  12,  14,  18, 
38,  et  seq. 
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often  brought  to  the  alternative  of  "work  or  starve,"  and 
for  him  the  expression  was  an  empty  phrase.  A  law, 
similar  to  the  one  proposed,  had  given  good  results  in 
Connecticut  and  Massachusetts ;  it  would  prove  a  success 
in  Rhode  Island.^* 

In  answer  to  these  arguments,  the  opponents  of  the 
bill  contended  that  such  a  law  would  be  **against  the  es- 
tablished policy  of  the  State  from  its  foundation;  the 
policy  of  allowing  every  adult  person  to  govern  his  own 
conduct  and  make  his  own  contracts/*^  Such  a  statute 
would  curtail  production  and  thereby  reduce  wages.  In- 
terest charges  would  be  increased  by  a  large  amount  of 
valuable  machinery  remaining  idle  a  portion  of  the  day, 
Rhode  Island  manufacturers  would  be  placed  at  a  dis- 
advantage in  competition  with  those  of  other  states,  espe- 
cially with  those  of  the  South.  If  the  law  was  to  be 
enacted  it  should  be  a  national  one  and  be  made  to  apply 
to  all  the  states.  The  bill  discriminated  against  manufac- 
turers since  it  did  not  apply  to  mercantile,  agricultural, 
and  domestic  labor.  Mill  work  was  not  exhausting,  for 
machinery  required  only  periodic  attention.  In  Massa- 
chusetts the  shorter  day  had  been  met  by  the  manufactu- 
rers' speeding  up  their  machinery  and  thereby  increasing 
the  strain  on  the  worker.  It  was  further  argued  that  the 
period  of  labor  had  been  gradually  reduced  by  natural 
means ;  if  the  ten-hour  day  was  a  good  thing  it  would  be 
adopted  without  legislation.  The  mill  hands  did  not  use 
their  leisure  for  sel f -development ;  when  the  factories 
closed  at  an  early  hour  they  "invariably  went  flocking  to 
the  city."8« 

•*For  these  arguments  see  public  hearings  by  Legislative  Com- 
mittees, Feb.  17,  19,  March  10,  1885,  as  reported  by  Providence 
Journal. 

"Weekly  Journal,  April  3,  1885. 

••For  the  objections  advanced  against  the  bill  see   Petition  of 
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It  would  be  a  mistake  to  think  that  the  mill  owners 
opposed  the  bill  for  selfish  and  callous  reasons.  Probably 
they  were  sincere  in  their  conviction  that  such  a  measure 
would  do  great  harm  to  the  laboring  class.  There  seems 
to  be  much  logic  in  the  contention  of  the  pragmatists  that 
our  opinions  are  based  upon  our  interests;  that  a  man's 
ideas  of  what  is  true  and  worth  while  are  relative  concepts 
and  vary  with  his  position  in  society.  It  is  interesting 
to  note  in  this  connection  that  some  of  the  men  most 
active  in  opposing  the  ten-hour  day  for  women  and  chil- 
dren were  among  the  founders  of  the  Society  for  the 
Prevention  of  Cruelty  to  Children.  They  were  also  pro- 
minent in  establishing  the  state  home  and  school  for 
dependent  children,  and  the  reform  school  for  delinquent 
minors. 

At  the  January  session  the  bill  passed  the  House,  but 
was  defeated  in  the  Senate  by  a  vote  of  15  to  12.  This 
action  by  the  Senate  created  the  utmost  indignation 
among  the  workers,  and  political  managers  became  appre- 
hensive lest  this  would  cause  a  decided  shifting  in  party 
affiliations.  The  managers  deemed  it  best  to  resist  no 
longer  the  demands  of  the  laborers.  Consequently,  the 
act  which  had  been  defeated  April  7  by  a  vote  of  15  to 
12,  on  May  28  passed  the  Senate  by  a  vote  of  31  to  3. 
The  vote  in  the  House,  the  day  previous  had  been  59  to 
9.  This  chameleon-like  change  seems  to  have  been  due 
entirely  to  the  political  situation. 

The  Providence  Journal  in  discussing  the  rapid  passage 
of  the  bill  at  the  May  session,  said  it  **was  due  to  a  desire 
to  get  it  out  of  politics  and  quiet  an  agitation  which 


Manufacturers  to  State  Senate,  Providence  Journal,  Feb.  13,  1885. 
Public  Hearings  of  Legislative  Committees,  Feb.  24,  26,  as  reported 
by  Providence  Journal. 


Digitized  by 


Google 


70  American  Economic  Association  [512 

might  interfere  with  the  ambitions  of  politicians  or  dis- 
turb the  even  course  of  party  management."''^ 

Provisions  of  the  Law. — ^This  act  provided  that  no  mi- 
nor under  sixteen  years  of  age,  and  no  woman,  should 
be  employed  in  laboring  in  any  manufacturing  or  mechan- 
ical establishment  more  than  ten  hours  in  any  day  "except 
to  make  necessary  repairs  to  prevent  the  interruption  of 
the  ordinary  operation  of  machinery,  or  when  a  dif- 
ferent apportionment  is  made  for  the  sole  purpose  of 
making  a  shorter  day's  work  for  one  day  in  the  week." 
Senator  Eames  was  correct  when  he  pointed  out  that  the 
bill  was  "a  departure  from  the  legislation  of  the  State  as 
applied  to  adult  labor/'  that  it  would  be  but  a  step  to 
apply  the  law  to  the  adult  man,  and,  in  time,  it  would  be 
extended  to  all  mechanical,  mercantile,  and  domestic 
work.'®  Every  person  who  wilfully  employed  any  per- 
son in  violation  of  this  act,  or  any  parent  or  guardian  who 
permitted  such  employment  was  made  liable  to  a  fine  of 
$20  for  each  offense.  A  certificate  stating  the  age  of  a 
minor,  made  by  him  or  by  his  parent  or  guardian,  would 
be  conclusive  evidence  of  his  age  upon  the  trial  of  any 
person  charged  with  the  violation  of  the  act.'*  (Public 
Laws  1885,  Chapter  519.) 

It  will  be  noted  that  this  law  has  several  weak  fea- 
tures. No  restriction  is  placed  upon  the  working  of  chil- 
dren at  night,  it  remaining  legal  to  employ  a  child  ten 
years  of  age  for  ten  hours  of  night  work.^^  The  provi- 
sion IS  made  that  the  employer  must  "wilfully"  violate  the 

"May  29,  1885. 

•  Providence  Journal,  April  8,  1885. 

*•  Mr.  Bosworth,  of  Warren,  wished  the  word  "conclusive"  stricken 
out  before  the  word  "evidence."  The  Supreme  Court,  he  said,  had 
ruled  that  the  Legislature  had  no  power  to  establish  any  evidence 
as  conclusive.  His  suggestion  was  not  adopted. — Providence  Jour- 
nal, May  28,  1885. 

*•  It  will  be  remembered  that  the  age  limit  was  reduced  to  ten 
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law  before  becoming  liable  to  its  penalty.  Then,  the 
clause  permitting  more  than  ten  hours*  work  in  order  to 
secure  a  shorter  day  for  one  day  in  the  week,  made  it 
possible  for  such  employers  as  were  violating  the  law  to 
explain  the  long  hours  in  their  establishment  with  the 
statement  that  such  was  done  in  order  to  give  a  half-holi- 
day on  Saturday.  Also,  an  imusual  provision  was  that 
allowing  a  minor  to  g^ve  a  certificate  as  to  his  age ;  chil- 
dren under  sixteen  are  not  generally  allowed  to  sign  cer- 
tificates to  be  used  as  conclusive  evidence. 

Administration  of  the  Ten-Hour  Law,  1885-1902. — 
For  fourteen  years  after  the  passage  of  the  ten-hour  law, 
no  provision  was  made  for  its  enforcement.  In  1899, 
the  factory  inspectors  were  made  responsible  for  the 
administration  of  this  statute.  (Laws  of  1899,  Chapter 
708.)  If  the  employers  reduced  the  week's  work  to 
sixty  hours  a  week,  it  was  because  such  action  was  found 
to  be  a  good  business  policy,  and  not  because  of  legal  coer- 
cion exercised  by  government  officials.  This  seems  to  be 
as  true  of  the  period  after  1899  <^  ^^  was  prior  to  that 
date.  Though  the  tendency  was  towards  a  reduction  of 
hours,  there  is  evidence  that  the  law  was  not  strictly 
obeyed.  This  evidence  is  from  mill  workers  and  labor 
leaders,  and  may  be  objected  to  as  such,  but  it  can  scarcely 
be  entirely  fallacious.*^ 

years  by  the  truant  law  of  1883,  sind  not  until  1894  was  it  again 
placed  at  twelve  years. 

**  Returns  of  Employees  to  Commissioner  of  Industrial  Statistics, 
1887:  Weaver,  Warwick. — More  rigid  enforcement  of  the  ten-hour 
law  is  needed,  p.  39.  .  .  .  Warp  Twister,  Pawtucket.— "The  ten- 
hour  law  is  evaded  by  many,"  p.  45.  .  .  .  Loom  Fixer. — ^**Oper- 
atives,  as  a  class,  are  all  worn  out,  and  become  old  soon  on  account 
of  long  hours  and  close,  filthy  air." 

Returns  of  Employees,  1889:  Can-Room  Employee. — ^" Small  help 
are  employed  ranging  from  7  to  15  years;  they  are  often  obliged  to 
work  overtime  until  10  p.  m.,"  p.  154.    .    .    .    Hooker. — "We  have  to 
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There  were  many  influences  working  for  the  observ- 
ance of  the  law ;  the  mill  managers  had  no  fear  of  being 
prosecuted  by  the  inspectors,  but  the  simple  fact  that  the 
law  was  on  the  statute  books  caused  many  employers 
to  comply  with  its  provisions.  The  mill  owners  also  real- 
ized that  their  property  rights  are  based  on  law,  and  it  is 
incumbent  upon  them  not  to  encourage,  by  their  example, 
the  spirit  of  lawlessness.  Again,  it  is  difficult  to  force  the 
workers  to  labor  overtime,  unless  it  is  understood  that 
such  is  to  meet  an  emergency.  Knowing  the  existence  of 
the  law,  they  will  strike  to  secure  a  shorter  day,  and  under 
such  circumstances,  the  employers  can  seldom  hope  to  be 
successful  in  the  contest.  Perhaps  the  strongest  reason 
for  the  observance  of  the  statute  is  the  fact  that  the  mill 
managers  have  found  that  a  reduction  of  the  average 
working  day  to  ten  hours  has  not  curtailed  production 
Such  influences,  rather  than  any  activity  on  the  part  of 
the  factory  inspectors,  caused  the  manufacturers,  during 
normal  periods  of  business,  to  comply  with  the  law. 

work  until  9  and  10  p.  m.  when  th^re  are  many  orders,"  p.  155.  .  .  . 
Knotter. — "The  ten-hour  law  is  openly  violated,  girls  working  in 
some  instances  66  hours  a  week,"  p.  155.  .  .  .  Drawer-In. — "The 
laws  regulating  the  time  of  working  are  constantly  violated,"  p.  152. 
.  .  .  Weaver. — "Those  having  authority  would  do  well  to  inves- 
tigate the  way  the  ten-hour  law  is  being  trifled  with,"  p.  154. 

The  members  of  the  Textile  Union  of  Providence  held  a  meeting 
Jan.  8,  1902,  to  protest  against  the  employment  of  children  and 
women  until  9  p.  m.  and  later.  A  committee  placed  before  Governor 
Kimball  charges  against  eight  of  the  largest  mills  in  Providence. 

At  public  hearing  of  the  House  Committee  on  special  legislation, 
Feb.  26,  1902,  Joseph  Bickwell  said  that  some  time  previous  to  that 
date,  the  laws  had  been  broken  by  the  mills  running  15  or  16  hours 
a  day.  He  asserted  that  every  mill  in  the  State  required  its  hands 
to  work  61  and  62  hours  a  week.  Thomas  McHugh  stated  that  in 
Pawtucket  boys  12,  to  15  years  of  age  worked  in  the  mills  until  9  and 
ID  p.  m.  James  Cliffe  mentioned  a  mill  which  required  women  and 
children  to  work  until  9  o'clock  at  night — See  Providence  Journal, 
Feb.  27,  1902. 
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The  reports  of  the  United  States  Bureau  of  Labor 
show  that  during  1885-86  the  working  hours  in  Rhode 
Island  factories  were,  in  general,  sixty  hours  a  week, 
and  in  many  cases  the  hours  were  less  than  that  number. 
For  1895-96,  the  reports  indicate  that  the  number  of  fac- 
tories working  less  than  sixty  hours  was  greater  than  at 
the  beginning  of  the  decade.*^ 

The  returns  of  1439  working  women  to  the  Commis- 
sioner of  Industrial  Statistics  in  1889,  showed  that  90 
per  cent,  of  these  women  worked  ten  hours  a  day;  over 
98  per  cent,  worked  ten  hours  or  less;  and  less  than 
2  per  cent,  worked  over  ten  hours.^* 

Week's  Work  Reduced  to  Fifty-Eight  Hours. — The 
workers  were  dissatisfied  with  the  sixty-hour  law,  because 

*•  Compiled  from  Statistics  of  Eleventh  Report  United  States  Com- 
missioner of  Labor,  pp.  635  and  639-645. 

Manufactures  Hours  of  Labor 

Office  No.  1885-86  X895-96 

61    Awnings 60  60 

207    Brooms 60  60 

469  Cotton  goods  60  60 

470  "  "       60  60 

471  "  "       66  60 

515    Drugs,  paints,  etc 60  60 

736    Paper  goods   60  60 

738        "  "       S8  58 

748    Print-works    60  60 

814  Printing,  blank  books 60  59 

815  "  "         "     59  59 

816  "  "         "     58  (clerks)  56 

828    Harness,  belting 60  60 

832    Rubber  goods 60  59 

873    Screws,  games,  novelties 48  (packers)  55 

*•  The  1439  women  worked  as  follows : 

Less  than  eight  hours 7 

Eight  to  ten  hours iii 

Ten  hours 1,298 

Over  ten  hours 23 

Compiled  from  Report  of  Rhode  Island  Commissioner  of  Indus- 
trial Statistics,  1889,  pp.  26-136. 
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in  order  to  secure  a  half-holiday  on  Saturday,  it  was  nec- 
essary to  shorten  the  period  allowed  for  the  noon  meal. 
The  labor  unions  determined  to  secure  the  amendment 
and  instituted  a  systematic  propaganda  for  this  purpose. 
The  arguments  advanced  were  very  similar  to  those  pre- 
sented in  favor  of  the  1885  law.*^  In  1902,  political 
conditions  were  such  that  it  was  necessary  to  placate  the 
labor  vote,  and  consequently,  the  bill  passed  on  April  4, 
without  a  dissenting  voice.  (Laws  of  1902,  Chapter 
994).  The  act  amended  Chapter  519  of  1885,  by  reduc- 
ing the  week's  work  to  fifty-eight  hours,  no  other  change 
being  made  in  the  law. 

Night  Work  Prohibited  for  Children, — By  the  child 
labor  law  of  1905  (Chapter  12 15)  it  was  decreed  that  no 
child  under  sixteen  should  be  employed  in  any  factory, 
manufacturing  or  business  establishment  before  6  A.  M. 
or  after  8  P.  M.  An  exception  was  made  so  that  this 
restriction  should  not  apply  to  mercantile  establishments 
on  Saturdays,  or  on  either  of  the  four  days  immediately 
preceding  Christmas.  The  circumstances  attending  the 
passage  of  this  act,  have  already  been  discussed.*^ 

Present  Administration  of  the  Law, — What  has  been 
said  of  the  enforcement  of  the  law  during  the  period 
1 885-1 902,  applies  in  large  degree  to  its  present  admin- 
istration. Speaking  generally,  the  statute  is  well  ob- 
served during  periods  of  normal  business  activity.  There 
are  exceptions,  but  these  are  not  sufficient  to  vitiate  the 
conclusion  as  stated.  This  is  true  of  normal  periods  but 
does  not  apply  when  the  manufacturers  are  rushed  by  sud- 
den and  urgent  orders.  The  writer  has  been  infonned 
from  various  sources  that  during  these  rush  periods,  the 
mills  and  shops  run  over  time.     That  there  is  ♦occasion 

**  See  public  hearing  on  the  bill,  Feb.  26,  1902. — Providence  Jour- 
nal, Feb.  27,  1902. 
*'  See  Chap.  II,  Law  of  1905. 
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for  this  overtime  work  is  readily  granted  by  the  em- 
ployer. Back  in  1885,  the  minority  report  of  the  Senate 
Judiciary  Committee  presenting  the  arguments  of  the 
manufacturers  said :  "The  peculiar  nature  of  all  manufac- 
ture, but  more  peculiarly  of  those  employments  ["woolen 
and  worsted  mills,  all  yam  mills,  and  all  bleaching  and 
dyeing  establishments"]  renders  it  necessary  to  work 
overtime  to  fill  sudden  orders.  The  help  understand  this 
and  are  satisfied  with  it,  as  they  are  paid  extra  for  the 
overtime  work."^® 

This  inducement  to  run  overtime  is  as  strong  at  the 
present  day  as  it  was  in  1885.  It  is  to  the  great  advan- 
tage of  the  employers  to  meet  these  emergencies  by  run- 
ning extra  hours.  The  workers  are  paid  one  and  one- 
third  to  one  and  one-half  times  the  usual  wage,  and  as  a 
rule,  do  not  object  to  the  arrangement  when  they  under- 
stand that  it  is  of  a  temporary  nature.  At  such  times 
an  additional  force  for  a  night  shift  could  not  be  secured 
on  short  notice  without  disproportionate  expense,  nor 
would  such  a  force  be  trained  for  the  work  required. 
Should  the  increased  demand  become  steady  and  perma- 
nent, the  manufacturer  would  then  be  warranted  in  hiring 
and  training  an  extra  night  force,  or  in  extending  his 
plant  so  as  to  employ  additional  day  workers.  The  vio- 
lation of  the  law  is  to  meet  a  sudden,  and  what  appears 
to  be  a  temporary  demand  for  certain  styles  of  goods. 
The  manufacturers  reason  that  other  employers  are  al- 
lowed to  work  their  laborers  over-time  to  meet  emergen- 
cies ;  and  give  as  examples :  store  employes  during  holi- 
days and  on  Saturdays ;  railroad  men  at  periods  of  heavy 
travel  or  traffic;  the  United  States  post-office  employes 
during  ih&  Christmas  season.  The  manufacturers  ask 
why  they  should  not  be  granted  the  same  opportunity  to 
meet  sudden  demands. 

*•  Weekly  Journal,  April  3,  1885. 
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CHAPTER  IV. 

FACTORY  ACTS. 

The  Rhode  Island  factory  inspection  law  dates  from 
1894  and  was  the  result  of  a  persistent  demand  by  the 
workers  during  the  previous  decade.  Unlike  the  inspec- 
tion law  of  other  states,  the  Rhode  Island  statute  is  not 
a  product  of  gradual  growth,  a  summation  of  laws  passed 
from  time  to  time ;  but  was,  for  the  most  part,  contained 
in  the  act  of  1894  and  remains  practically  unchanged  at 
the  present  day. 

Early  Conditions — Complaints  against  factory  condi- 
tions go  back  to  the  early  days  of  Rhode  Island  manufac- 
tories. These  complaints  were,  however,  directed  chiefly 
against  child  labor,  little  attention  being  given  to  sani- 
tation, the  guarding  of  machinery  and  other  matters 
which  enter  into  the  present  factory  laws.  The  Rhode 
Island  factories  before  1840 — in  fact,  the  period  may 
be  extended  to  i860 — were,  in  general,  not  large,  so  that 
the  evils  against  which  recent  legislation  has  been  di- 
rected were  not  then  acute. ^  There  is  no  doubt  that  ob- 
jectionable features  were  present,  but  as  industry  was  not 
concentrated  and  the  rig^d  discipline  of  the  present  day 
was  not  necessary,  these  evils  of  sanitation  and  dangers 
to  life  and  limb  did  not  reach  excessive  proportions.^  This 
must  be  borne  in  mind  when  reading  Seth  Luther's  ar- 
raignment of  New  England  factories  in  1833,^  or  the 
charges  made  by  the  New  England  Association  of  Far- 

*  Jones :  Transition  of  Providence  from  a  Commercial  to  a  Manu- 
facturing Community,  p.  118. 

*  Grieve :  History  of  Pawtucket,  p.  96. 
•Address  to  the  Workingmen  of  New  England. 
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mers,  Mechanics  and  other  Workingmen,  at  their  con- 
vention in  1832.* 

Even  had  factory  conditions  been  such  as  depicted  by 
Luther's  vehement  eloquence,  factory  inspection  law 
could  not  have  been  enacted  during  these  early  days. 
Governmental  control  was  regarded  with  suspicion :  each 
man  considered  he  had  an  inalienable  right  to  conduct 
his  business  as  he  saw  fit.  Individualism  was  a  real  and 
active  principle  with  these  men.  This  was  one  reason 
why  no  adequate  provision  was  made  for  the  enforcement 
of  laws  pertaining  to  child  labor  and  to  hours  of  work. 
Nor  can  it  be  said  that  the  average  workman  made  an  im- 
perative demand  for  State  inspection  of  factories.  The 
workman  did  not  expect  to  remain  a  member  of  a  class 
requiring  special  protection:  he  had  high  hopes  of  be- 
coming himself  an  employer  and  capitalist. 

There  was  some  mention  of  factory  inspection  in  1853, 
the  year  during  which  there  was  considerable  activity  in 
labor  legislation.  On  February  24th  of  that  year,  the 
minority  of  the  House  Judiciary  Committee  in  reporting 
on  the  child  labor  bill  said:  "Other  provisions  in  the 
English  acts  providing  penalties  and  security  of  opera- 
tives from  danger  by  the  fencing  of  machinery,  we  do  not 
stop  to  consider.  Important  as  is  some  action  in  regard 
to  the  personal  security  of  children  working  in  the  midst 
of  ponderous  machinery,  we  deem  it  inexpedient  to  rec- 
ommend such  action  now."^  It  has  also  been  seen  that 
Colonel  Welcome  Sayles,  who  was  chosen  by  the  General 
Assembly  to  make  an  investigation  of  factory  conditions, 
in  1853  recommended  that  a  State  Commissioner  of  Mill 
Help  be  appointed  to  inspect  the  factories  and  make  re- 

*  Proceedings  reprinted  in  the  handbook  of  the  Rhode  Island 
division  of  the  American  Federation  of  Labor,  1894. 

•  Providence  Post,  Feb.  25, 1853. 
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ports  to  the  Legislature.®    No  serious  attention  was  given 
to  this  suggestion. 

THE  FACTORY  INSPECTION  ACT  OF  1 894. 

Introductory. — By  the  year  1850,  the  manufacturing 
interests  of  Rhode  Island  had  become  predominant  over 
all  other  industries  of  the  State.  After  the  close  of  the 
Civil  War  this  disproportionate  power  of  the  manufac- 
turers became  even  more  manifest.  The  mill  owners  were 
thus  able  to  resist  successfully  any  proposed  legislation 
which  they  considered  detrimental  to  their  interests.  It 
has  already  been  pointed  out  that  after  1840,  the  mill  help 
came  to  be,  in  large  part,  composed  of  immigrants,  first 
the  Irish,  and  then  the  French  Canadians,  who  did  not 
have  high  standards  of  living,  and  did  not,  therefore,  de- 
mand improved  conditions  of  work.  This  probably  re- 
tarded a  concerted  movement  for  a  factory  inspection  law. 

A  definite  demand  for  a  State  inspection  law  was  first 
made  by  the  Knights  of  Labor  in  the  early  eighties.  That 
organization  in  its  declaration  of  principles  in  1878  had 
declared  for  "the  adoption  of  measures  providing  for  the 
health  and  safety  of  those  engaged  in  mining,  manufac- 
turing and  building  industries.**  The  Knights  rapidly 
increased  their  membership  in  Rhode  Island  and  in  1885, 
as  we  have  seen,  forced  the  passage  of  the  ten-hour  law. 
At  the  time  this  bill  was  before  the  Legislature,  the  labor 
leaders  announced  that  a  factory  inspection  act  would 
next  be  presented  to  the  law-makers.  In  1887,  instead 
of  a  factory  inspection  department,  the  Bureau  of  Indus- 
trial Statistics  was  created.  It  was  then  thought  that 
the  bureau  would  supply  the  desired  information  as  to 
labor  conditions,  but  as  the  officials  of  this  bureau  were 
not  given  police  powers,  they  could  not  enter  the  fac- 


•  See  Report  in  Acts  and  Resolves,  1853. 
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tories  except  with  the  consent  of  the  owners.  For  the  six 
years  after  1887,  ^he  manufacturers  were  successful  in 
preventing  the  passage  of  an  inspection  law. 

From  the  number  and  character  of  the  complaints  made 
against  the  manufacturing  establishments  during  the  de- 
cade prior  to  1894,  it  is  fair  to  conclude  that  a  real  need 
for  a  factory  inspection  law  existed.  It  is  probable,  how- 
ever, that  the  more  extreme  charges  were,  for  the  most 
part,  directed  against  the  old  mills  and  were  not  appli- 
cable to  general  conditions.  As  the  scope  of  manufac- 
turing widened,  and  the  accumulations  of  capital  in- 
creased, the  older  factories  have,  in  many  instances,  given 
place  to  those  of  a  higher  type  in  which  the  laborer's  sur- 
roundings were  improved.  It  may  be  that  some  of  the 
complaints  were  exaggerated ;  advocates  of  any  cause  are 
sometimes  given  to  making  over-statements.  But,  after 
every  allowance  is  made  for  exaggeration,  it  still  remains 
true  that  the  workers  had  ample  cause  for  demanding  an 
inspection  h.w. 

Factory  Conditions. — Many  of  the  petitions  in  1885 
for  the  ten-hour  law  seized  the  opportunity  to  condemn 
the  sanitary  conditions  of  the  mills.  General  Horatio 
Rodgers,  at  a  hearing  of  the  Senate  Judiciary  Committee, 
said  he  "was  not  a  little  shocked''  to  hear  the  mills  de- 
scribed as  "pest  houses"  and  as  "reeking  with  'pestiferous' 
vapors  from  oil  evaporating  on  machinery. "  Such  descrip- 
tions, the  speaker  claimed,  were  at  utter  variance  with 
facts.  Before  the  same  committee,  labor  leaders  char^^ed 
that  the  work  rooms  were  filled  with  steam  vapor  to  in- 
crease the  (Inmpr.ess,  the  yarn  ruiini'^o-  better  wtih  damp 
air;  and  that  in  some  instances  the  temperature  was  main- 
tained at  from  100  to  120  dcq;rees/     T1:e  nr'11  v;orkers 

'  See  testimony  before  Senate  Judiciary  Committee.  Weekly  Jour- 
nal, March  13,  1885. 
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in  their  returns  to  the  Commissioner  of  Industrial  Statis- 
tics for  1887  and  1889,  complained  of  close  air,  defective 
sanitation,  and  of  being  compelled  to  work  under  sprink- 
lers.® The  commissioner  in  his  report  for  1889  said  that 
"while  many  of  the  workshops"  possessed  "all  the  requi- 
sites for  health  and  comfort"  there  were  "some  lacking 
in  every  particular."  He  was  of  the  opinion  that  these 
latter  conditions  were  exceptional.* 

The  returns  from  working  women  to  the  Bureau  of 
Industrial  Statistics  in  1889,  and  the  investigation  con- 
ducted by  that  bureau  in  1893,  go  to  show  that  state 
supervision  was  needed.  Although  factory  conditions 
were  not  as  distressing  as  alarmists  believed,  they  might 
well  have  been  better. ^^ 


•Loom-Fixer,  Providence. — "Operatives  as  a  class  are  all  worn 
out  and  soon  become  old  on  account  of  long  hours  and  close,  filthy 
air." — Report  Commissioner  Industrial  Statistics,  1887,  p.  40.  .  .  . 
Warp  Twister,  Pawtucket.  —  "Sanitary  conditions  is  bad."  —  Ibid. 
.  .  .  Weaver,  Pawtucket. — "Sanitary  conditions  of  workshops  in 
many  cases  are  wretched,  and  in  some  cases  abominable." — Ibid., 
p.  46.  .  .  .  Jeweler,  Providence. — "Jewelry  shops  seldom  possess 
means  of  ventilation." — Ibid.  .  .  .  Drawer-In. — "The  room  I  work 
in  is  over  a  swampy  place  and  in  the  Spring  the  water  bubbles 
through  the  floor.  We  work  under  sprinklers  and  our  clothes  are 
wet  all  the  time." — Report  Commissioner  Industrial  Statistics,  1889, 
p.  152.  .  .  .  Drawer-In. — "Women  are  compelled  to  stand  con- 
tinually in  these  departments  in  an  atmosphere  densely  charged  with 
vapors  poisonous  to  the  system." — Ibid.,  p.  152.  See  also  p.  154. 
.  .  .  Girl-Box  Tender. — "I  work  in  a  room  where  the  sprinklers 
are  fastened  to  the  ceiling;  our  clothing  is  wet  all  the  time." — Ibid. 
.  .  .  Tailoress. — "Everybody  in  the  building  where  I  am  employed 
use  the  same  water  closet.  There  are  a  large  clothing  store,  three 
tailor  shops,  a  barber  shop,  two  broker's  oflices,  one  piano  room,  one 
shoemaker's  shop,  and  a  repair  shop." — Ibid.,  p.  151. 

•  Report  1889,  pp.  16  and  17. 

"The  statistics  for  1889  are  based  on  returns  of  working  women, 
the  results  being  compiled  from  the  unsummarized  figures  of  the 
report.  The  numbers  refer  to  the  answers  of  individual  women. 
(Bureau  of  Industrial  Statistics,  1889,  pp.  26-137.)    The  statistics  for 
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The  report  of  the  United  States  Bureau  of  Labor  for 
1888  says  of  the  mills  in  Providence  i^^  "The  older  mills 
are  defective  in  light,  ventilation  and  space,  are  often 
without  dressing  rooms,  and  frequently  the  ordinary  sani- 
tary requirements  are  disregarded.  These  conditions  with 
the  floating  dust  incident  to  work  in  the  mills,  and  the 
rigor  of  the  climate  in  the  winter  season,  induce  diseases 
of  the  lungs.  The  extensive  jewelry  manufactories  are 
usually  well  suited  for  their  uses,  but  parts  of  the  work 
are  said  to  be  injurious.'*  According  to  the  statistics  of 
this  report,  the  health  of  the  working  women  of  Provi- 
dence was  very  similar  to  that  of  working  women  for 
the  entire  nation.^^  It  is  seen  that  after  beginning  em- 
ployment there  was  an  appreciable  decline  in  the  health 
of  the  workers.     In  the  case  of  the  Providence  women, 

1893  were  obtained  by  the  officials  of  the  bureau,  and  refer  to  indi- 
vidual factories,    (Report  of  1893,  p.  57.) 

1889  1893 

Women  Number 

Reply-  Estab- 

ing  Yes  No  Tsh-         Yes  No 

meats 

Foul  odors  in  workroom...     832        193  639       232       87        145 

Separate  water  closets 1439     1,324  115        232      200         32 

Rooms  for  changing  dress.  1,321        440  881        232        57        175 

"  Page  23. 

"Report  United  States  Commissioner  of  Labor,  1888,  pp.  65  and 
383. 

Working  Women  of  Providence. 

Health 
Good  Fair  Bad 

At  age  of  beginning  work 568  34  8 

Per  cent 92.6  5.6  1.3 

At  present  time  (1888) 494  91  25 

Per  cent 81.0  14.9  4,0 

Working  Women  of  United  States. 

At  age  of  beginning  work.. . .  16,360  882  185 

Per  cent 93-9  50  i.o 

At  present  time  (1888) 14,557  2,385  485 

Per  cent 83.5  13.6  2.8 
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it  is  improbable  that  this  decline  in  health  was  caused  by 
advancing  age,  for  of  the  610  women  the  average  age 
was  twenty-four  years,  four  months,  and  only  38  were 
over  thirty-eight  years  of  age.  Whether  or  not  this 
failing  health  was  due  to  causes  independent  of  their  work 
cannot  be  ascertained. 

Mr.  Capron,  when  opposing  in  1890  the  proposed  fac- 
tory act,  which  was  practically  a  copy  of  the  Massachu- 
setts statute,  said  that  under  such  a  law,  "the  factory 
inspector  would  find  a  hundred  things  in  some  of  the 
old  mills  of  Rhode  Island  that  he  would  order  changed. 
It  is  doubtful,"  said  he,  "if  there  is  a  single  mill  in  the 
State  that  could  present  a  clean  bill  of  health."^^ 

Legislative  History  of  the  Act, — Petitions  from  the 
workers  for  an  inspection  law  were  presented  to  the 
General  Assembly  in  1888.  The  petitioners  afterwards 
complained  bitterly  that  their  prayers  were  disregarded.^"* 
In  his  report  for  1888  the  commissioner  of  industrial  sta- 
tistics pointed  out  that  the  law  by  which  the  bureau  was 
established,  made  him  a  factory  inspector  but  gave  him 
"no  authority  whatever,"  and  he  recommended  that 
Rhode  Island  should  follow  the  example  of  other  states 
in  providing  for  regular  inspectors  of  factories. ^^  The 
bill  was  introduced  at  the  January  session,  1890,  and  for 
the  three  subsequent  years  was  urged  by  the  labor  inte- 
rests.^^    The  act  met  with  the  organized  opposition  of 

"Proceedings  of  House  of  Representatives,  Providence  Journal, 
March  27,  1890. 

"Report  Commissioner  Industrial  Statistics,  1889,  pp.  150,  152,  153. 

"  Report,  1888,  p.  140. 

"An  act  based  upon  the  Massachusetts  statute  passed  the  House, 
March  27,  1890.  (Providence  Journal,  March  28.)  In  the  debates 
over  the  bill,  it  was  claimed  that  too  much  arbitrary  power  was 
given  to  the  inspector,  and  it  was  suggested  that  the  town  councils 
be  courts  of  appeals.  Mr.  Cook,  of  Providence,  thought  the  bill 
offered  much  opportunity  for  collusion  between  the  inspector  and 
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the  manufacturers  and  was  repeatedly  defeated.  In 
1894  the  opponents  of  the  measure  seem  to  have  decided 
that  the  persistent  demands  of  the  workers  could  no  lon- 
ger be  repulsed.  It  is  probable  that  the  political  situation 
aided  them  in  reaching  this  decision.  The  Women's 
Council,  composed  of  civic  and  philanthropic  societies  of 
Providence,  gave  most  efficient  support  to  the  movement. 
A  final  vote  on  the  bill  was  taken  on  March  i ,  and  as  the 
Providence  Journal  said,  "contrary  to  the  expectation  of 
everyone'*  was  passed  unanimously.  This  vote  was  after- 
ward rescinded  and  another  bill  of  the  same  nature,  but 
more  explicit  in  its  phrasing,  was  passed  by  both  Houses 
on  April  26. 

Provision  of  the  Act. — This  act  (Chapter  1278)  was 
modeled  along  the  lines  of  the  Massachusetts  law.  The 
following  is  a  digest  of  its  chief  provisions: 

Sec.  I.  Child  Labor,  No  child  under 
twelve  years  shall  be  employed  in  a  manufactur- 
ing cr  mercantile  establishment. 

Sec.  2.  Factory  Defined,  This  chapter  shall 
apply  to  establishments  employing  five  or  more 
persons. 

Sees.  3  and  4.  Inspectors,  The  Governor 
shall  apoint  two  factory  inspectors,  one  of 
them  a  woman,  for  a  term  of  three  years.  The 
inspectors  shall  as  often  as  is  practicable  inspect 
all  establishments  employing  women  or  chil- 
dren and  prosecute  all  violations  of  this  Chap- 
ter. They  shall  make  an  annual  report  to  the 
General  Assembly.     The  salary  of  each  inspec- 

rich  manufacturers.  Mr.  Wilson  said  the  proper  enforcement  of  the 
act  would  require  an  angel,  but  he  knew  the  inspector  would  be  a 
mere  man.    (Providence  Journal,  March  27.) 

Mr.  Thomley,  in  a  debate  at  the  June  session,  said  such  a  law 
would  drive  the  manufacturers  out  of  the  State.  "When  a  man  has 
got  together  a  few  thousand  dollars  and  put  it  in  bricks  and  mortar, 
he  is  not  going  to  allow  the  Senate,  with  a  few  cranks  in  it,  to 
manage  the  business  for  him."    (Providence  Journal,  June  20,  1890.) 
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tor  shall  be  $1,500  a  year,  and  office  expenses 
to  the  amount  of  $1,200  shall  be  paid  by  the 
State. 

Sec.  5.  Elevators.  The  owner  or  lessee  of 
any  factory  or  mercantile  establishment,  when 
so  directed  by  the  factory  inspector,  shall  en- 
close hoisting  shafts  and  well-holes,  and  shall 
provide  trap  or  automatic  doors,  so  fastened  in 
elevator  ways  as  to  form  substantial  surfaces, 
and  so  constructed  as  to  open  and  close  by  ac- 
tion of  the  elevator  in  its  passage. 

Sec.  6.  Cleaning  of  Machinery,' — No  minor 
under  sixteen  years  shall  clean  machinery  while 
it  is  in  motion  unless  such  action  is  approved  by 
the  inspectors  as  not  dangerous. 

Sec.  7.  Reporting  of  Accidents, — Employ- 
ers shall  report  in  writing  to  the  inspectors  all 
fatal  accidents  within  48  hours  after  their  occur- 
rence; and  all  accidents,  which  prevent  the  in- 
jured person  from  returning  to  work  within  two 
weeks,  shall  be  reported  within  three  weeks 
after  occurrence. 

Sec.  8.  Closets, — Shall  be  provided  in  all 
places  where  women  and  children  are  employed, 
in  such  manner  as  shall,  in  the  judgment  of  the 
inspectors,  meet  the  demands  of  health  and  pro- 
priety. 

Dressing  Rooms. — Separate  dressing  rooms 
for  women  and  girls  shall  be  provided  where 
such  are  deemed  a  necessity  by  the  inspectors. 

Seats  for  Women  and  Girls, — Shall  be  pro- 
vided and  they  shall  be  permitted  to  use  them 
when  their  duties  do  not  require  their  standing. 

Sec.  9.  Defective  Conditions. — If  the  inspec- 
tors find  that  the  heating,  lighting,  ventilation, 
or  sanitary  arrangement  of  any  shop  or  factory 
is  such  as  to  be  injurious  to  the  health  of  the 
persons  employed  therein,  or  that  the  means  of 
egress  in  case  of  fire  or  other  disaster  is  not  suf- 
ficient, or  in  accordance  with  all  the  require- 
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ments  of  law,  or  that  the  belting,  shafting,  gear- 
ing, elevators,  drums,  and  machinery  in  shops 
and  factories  are  located  so  as  to  be  dangerous 
to  employees,  and  not  sufficiently  guarded,  or 
that  the  vats,  pans,  or  structures  filled  with 
molten  metal  or  hot  liquid  are  not  surrounded 
with  proper  safeguards  for  preventing  accident, 
or  injury  to  those  employed  at  or  near  them, 
either  or  both  shall  notify  the  proprietor  of  such 
factory  or  workshop  to  make  the  alterations  or 
additions  necessary  within  ninety  days. 

Sec.  ID.  Appeal  from  Inspectors'  Orders. — 
Any  person  aggrieved  by  an  order  of  the  inspec- 
tors may  appeal  to  the  district  court  for  revo- 
cation of  the  order. 

Sec.  II.  Power  of  Inspectors, — Inspectors 
shall  have  power  to  administer  oaths  or  affir- 
mations. 

Sec.  12.  Penalty. — Any  person  who  know- 
ingly violates  any  of  the  provisions  of  this  act 
shall  upon  conviction  be  fined  not  more  than 
$500. 

Sec.  13.  Posting  of  the  Law, — A  printed 
copy  of  the  law  shall  be  posted  by  the  inspectors 
in  each  establishment  affected  by  its  provisions. 

Factory  Inspectors, — It  is  seen  that  the  effectiveness 
of  the  above  statute  depends  upon  the  inspectors*  stand- 
ards of  "health  and  propriety,'*  and  what  he  considers 
essential  to  the  protection  of  life  and  limb.  With  the 
exception  of  the  provisions  regarding  the  construction 
of  elevators,  and  those  fixing  the  age  of  child  labor,  no 
definite  requirements  are  made  for  physical  and  moral 
surroundings  of  the  operatives.  The  character  of  the 
law  depends  almost  entirely  upon  the  interpretation  given 
it  by  the  inspector.  The  advantages  and  disadvantages 
of  this  indefinite  statute  will  be  discussed  in  another  sec- 
tion. 
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Inspectors  to  Enforce  the  Hours-Of-Labor-Laivs, — By 
an  act  of  1899  (Chapter  708)  the  factory  inspectors  were 
required  in  addition  to  their  other  duties  to  enforce  the 
law  limiting  the  hours  of  work  for  women  and  children  to 
sixty  hours  a  week.  (Chapter  519  of  1885).  The  law 
of  1902  (994)  reduced  the  week's  work  to  fifty-eight 
hours,  and  in  1905  (Chapter  1215)  the  employment  of 
children  before  6  A.  M.  or  after  8  P.  M.  was  prohibited. 

State  Senate  to  Elect  Inspect ors.^ — An  act  of  1901 
(Chapter  809,  Sec.  12)  amended  section  3  of  the  law 
of  1894  by  providing  that  the  Governor  must  have  the  ad- 
vice and  consent  of  the  Senate  in  the  appointment  of 
factory  inspectors.  This  requirement  was  equivalent  to 
taking  the  appointing  power  from  the  Governor  and  vest- 
ing it  in  the  Senate;  for  the  statute  provides  that,  if 
within  a  specified  time,  the  Governor  does  not  present  such 
a  nominee  as  will  be  acceptable  to  the  Senate  that  body 
shall  proceed  to  elect  a  man  of  its  own  choice.  This 
unique  statute  is  one  of  the  most  efficient  instruments 
for  party  control  ever  devised.  By  this  law  the  factory 
inspectors  are  made  responsible  to  the  Senate  alone, 
which,  owing  to  a  peculiar  system  of  unequal  represen- 
tation, has  long  been  controlled  by  one  party.  It  is 
doubtful  if  these  circumstances  are  conducive  to  a  rigid 
enforcement  of  the  factory  laws.  The  writer  does  not 
purpose  to  add  to  the  already  voluminous  comment  on 
Rhode  Island  political  conditions  except  in  so  far  as  these 
conditions  may  affect  the  administration  of  labor  legis- 
lation. 

The  Law  of  1905. — ^The  changes  made  in  the  factory 
inspection  law  by  the  act  of  1905  (Chapter  121 5)  dealt 
chiefly  with  child  labor.  These  have  already  been  con- 
sidered. By  the  act  of  1894  the  inspectors  had  been  em- 
powered to  visit  and  inspect  "the  factories,  workshops, 
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and  other  establishments  in  the  State  employing  women 
and  children."  A  strict  interpretation  of  this  clause 
would  have  prevented  the  inspection  of  establishments 
where  only  men  were  employed.  The  act  of  1905  author- 
ized the  inspectors  to  inspect  "the  factories,  workshops 
and  other  establishments  in  this  State  subject  to  the  pro- 
visions of  this  Chapter."  The  force  of  factory  inspectors 
was  increased  by  the  provision  for  one  chief  inspector 
at  $2,000  a  year,  and  two  assistant  inspectors  at  salaries 
of  $1,500.  One  of  the  assistant  inspectors  must  be  a 
woman.  Before  this  act,  the  inspection  force  had  con- 
sisted of  two  officials  of  equal  rank.  The  greater  part 
of  the  1894  statute  was  not  changed  and  is  the  law  of 
today. 

Toilet  Rooms  in  Foundries. — In  1904,  a  law  (Chap- 
ter 1 1 42)  was  enacted  that  every  foundry  employing  ten 
or  more  men  should  provide  suitable  toilet  rooms  con- 
taining wash-bowls  or  sinks,  supplied  with  water,  water 
closets,  and  a  room  wherein  the  men  may  change  their 
clothes,  this  room  to  be  within  the  building  occupied 
by  the  foundry.  The  penalty  for  violation  of  this  law  is 
a  fine  of  not  less  than  $50  or  more  than  $100.  The  bill 
was  passed  owing  to  the  urgent  solicitations  of  the 
Moulders'  Unions.  H.  E.  Bryant,  New  England  repre- 
sentative of  the  Iron  Moulders'  Union,  supported  the 
measure  at  public  hearings  of  the  legislative  committee. 

Drinking  Water  For  Factories, — By  an  act  of  1907, 
(Chapter  1429)  factories  and  workshops  are  required  to 
supply  fresh  drinking  water  of  good  quality  to  their  em- 
ployees. The  boards  of  health  of  towns  and  cities  are 
authorized  to  enforce  the  law.  The  bill  was  introduced  by 
Representative  Kearney  and  met  with  little  opposition. 
It  seems  to  be  well  observed  by  the  manufacturers. 
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ADMINISTRATION  OF  THE  FACTORY  INSPECTION  LAW. 

Introductory, — It  is  seen  that  the  Rhode  Island  factory 
inspection  act  makes  very  few  definite  provisions  to  which 
the  mills  and  shops  are  required  to  conform.  The  law  or- 
ders that  the  conditions  regarding  lighting,  heating,  venti- 
lation, toilet  facilities,  dressing-room,  and  guarding  of 
machinery  shall  be  such  as  are  deemed  necessary  by  the 
inspector.  The  effectiveness  of  the  measure  depends, 
therefore,  upon  the  inspector's  standards  of  health  and 
safety. 

This  indefiniteness  of  the  law  is  an  advantage  in  that 
it  allows  the  inspector  to  adjust  his  orders  to  the  needs 
of  the  occasion.  Conditions  vary  with  the  different  mills, 
so  that  it  may  be  best  to  leave  to  the  judgment  of  the 
inspector  what  changes  are  required.  A  manufacturer 
would  regard  as  a  great  hardship  an  order  requiring  him 
suddenly  to  bring  an  old  mill  up  to  a  fixed  standard, 
whereas,  an  official  possessing  tact  and  firmness,  could 
cause  the  employer  gradually  to  improve  the  conditions 
of  his  establishment.  Perhaps,  it  may  be  well  for  the 
inspector  to  give  his  orders  as  though  suggesting  im- 
provements rather  than  as  enforcing  a  legal  requirement. 

On  the  other  hand,  this  Rhode  Island  statute  has  the 
very  evident  weakness  of  making  too  much  depend  upon 
the  character  of  the  inspector.  Where  there  are  no  def- 
inite standards  to  be  maintained  there  is  danger  of  the 
inspectors',  through  indolence  or  cupidity,  lapsing  into 
a  condition  of  innocuous  inactivity.  Again,  where  there 
are  no  definite  statutory  requirements,  the  workers  have 
nothing  to  guide  them  in  making  complaints  concerning 
unsatisfactory  surroundings.  The  writer  is  of  the  opin- 
ion that  the  statute  would  be  improved  by  incorporating 
certain  minimum  standards  of  health  and  safety  to  which 
the  factories  should  be  compelled  to  conform. 
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Lighting, — If  the  factory  inspectors  .  .  . 
find  that  the  lighting  ...  is  such  as  to  be 
injurious  to  the  health  of  the  persons  employed 
.  .  .  either  or  both  shall  notify  the  proprie- 
tor of  such  factory  or  workshop  to  make  the  al- 
terations or  additions  necessary  within  ninety 
days. 

No  general  term  would  accurately  describe  the  con- 
ditions of  lighting  in  the  Rhode  Island  factories,  for 
these  conditions  vary  with  the  age  of  the  mills  and  with 
the  different  departments  in  the  same  mill.  The  writer  is 
of  the  opinion  that,  as  a  rule,  the  lighting  of  the  mills 
and  workshops  is  good.  This  is  not  in  agreement  with 
Mr.  Shadweirs  opinion.^''^  There  are,  of  course,  some 
factories  in  which  conditions  are  distinctly  bad,  but  these 
cannot  be  taken  as  typical.  In  the  majority  of  factories, 
the  greater  part  of  the  wall  space  is  occupied  by  win- 
dows, and  the  workrooms,  especially  the  weaving,  spin- 
ning, and  burler  rooms,  have  abundant  light.  Most  of 
the  rooms  given  to  the  sewing  and  inspecting  of  cloth, 
are  provided  with  skylights. 

As  has  been  said,  the  lighting  in  some  of  the  estab- 
lishments is  defective.  This  is  particularly  true  of  the 
old  mills.  The  braiding-room  of  a  shoe-string  factory, 
in  which  the  writer  worked,  was  so  gloomy  as  to  make 
the  task  of  threading  the  braiders  a  severe  strain  on  the 
eyes.  In  another  mill,  the  "crabber"  room  was  ill-lighted, 
though  other  departments  were  satisfactory.  Many  of  the 
dyeing  and  "wetting"  rooms  of  the  older  mills  are 
gloomy;  some  of  them  are  dark.  It  is  an  encouraging 
fact  that  the  establishments  recently  constructed  are  well- 

"...  "that  cannot  be  said  of  the  United  States  where  I  have 
seen  many  modern  mills  miserably  lighted.  Weaving  sheds  placed 
beneath  other  rooms  are  common,  and,  indeed,  the  rule.  ...  A 
bad  light  is  the  most  conspicuous  and  general  defect  of  American 
factory  premises." — Shadwell:    Industrial  Efficiency,  Vol.  II,  p.  53. 
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lighted,  and  the  old  dye  rooms  are  in  many  cases  being 
replaced  by  more  cheerful  quarters. 

Heating. — If  the  factory  inspectors  .  .  . 
find  that  the  heating  ...  is  such  as  to  be 
injurious  to  the  health  of  the  persons  employed, 
.  .  .  either  or  both  shall  notify  the  proprie- 
tor ..  .  to  make  the  necessary  alterations 
or  additions  within  ninety  days. 

The  writer's  visits  to  the  Rhode  Island  mills  were  lim- 
ited to  the  summer  months,  and  he  is,  therefore,  not  per- 
sonally familiar  with  conditions  during  cold  weather. 
A  few  workmen  complained  that  in  winter  the  work- 
rooms were  cold,  but  the  majority  of  the  men  questioned 
said  that  the  heating  was  satisfactory.  The  writer  found 
the  temperature  in  most  of  the  workrooms  during  the 
summer  to  be  fairly  comfortable.  Naturally,  this  state- 
ment does  not  apply  to  all  the  rooms.  In  the  departments 
where  the  cloth  or  yarn  is  "dressed"  the  heat  is  excessive, 
often  being  as  high  as  120  degrees.  With  the  present 
processes  of  "dressing,"  this  high  temperature  cannot  be 
be  avoided.  The  dye  houses  are  generally  highly  heated 
and  often  filled  with  steam.  There  seems  to  be  no  neces- 
sity for  such  conditions  as  the  departments  could  be  so 
constructed  as  to  eliminate  from  the  air  the  greater  part 
of  the  steam  and  acid  fumes.  The  inspectors  might  well 
be  more  critical  in  their  examination  of  dye  houses.  The 
workers  in  these  rooms  accept  such  surroundings  as  a 
matter  of  course;  they  say  it  is  "all  in  the  game,"  and 
make  no  complaint. 

Ventilation. — If  the  factory  inspectors  .  .  . 
find  the  ventilation  ...  is  such  as  to  be  in- 
jurious to  the  health  of  the  persons  employed 
.  .  .  either  or  both  shall  notify  the  proprietor 
...  to  make  the  necessary  alterations  or  ad- 
ditions within  ninety  days. 
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In  summer,  the  ventilation  of  Rhode  Island  factories 
is  satisfactory;  in  winter,  it  is  very  defective.  This  cor- 
responds closely  to  the  conditions  prevailing  in  the  homes 
of  the  workers.  The  importance  of  fresh  air  is  not  appre- 
ciated by  the  average  man,  and,  as  a  result,  during  the 
late  autumn  and  the  winter  the  hundreds  of  windows  of 
factories  are  kept  tightly  closed.  It  is  probable  that  mill 
managers  would  not  object  to  the  rooms*  being  better 
ventilated,  but  there  is  no  demand  by  the  workers  that  the 
windows  be  opened.  Yet,  even  with  these  failings,  it  is 
probable  that  the  air  in  the  factories  is  better  than  that  of 
other  buildings  frequented  by  the  workers.  Mr.  Shad- 
well,  who  visited  a  number  of  the  Rhode  Island  mills,  is 
of  this  opinion  when  speaking  of  general  conditions  in 
America.^®  The  air  in  the  manufacturing  establishments 
is  not  good,  but  it  is  better  than  that  which  the  worker 
breathes  elsewhere.  It  is  true,  two  wrongs  do  not  make 
a  right ;  the  lack  of  ventilation  in  the  homes  of  the  labor- 
ers does  not  excuse  the  faulty  conditions  in  the  factories. 
What  is  needed  is  that  the  workers  should  be  educated 
to  appreciate  the  hygienic  importance  of  fresh  air. 

Seats  for  Women  and  Girls. — In  every  man- 
ufacturing, mechanical,  or  mercantile  establish- 
ment in  which  women  and  girls  are  employed 
there  shall  be  provided  conveniently  located 
seats  for  such  women  and  girls,  and  they  shall 
be  permitted  to  use  them  when  their  duties  do 
not  require  their  standing. 


"The  atmosphere  now  maintained  in  most  factories  is  better  than 
that  breathed  in  any  other  buildings  frequented  by  the  work  people. 
It  is  better  than  that  in  schools,  churches,  chapels,  public  houses, 
theatres,  and  far  better  than  that  in  the  homes  of  the  workers.  This 
was  borne  out  by  investigations  of  the  Department  Committee  ap- 
pointed by  the  British  Home  Office,  to  investigate  the  ventilation  of 
factories. — Shadwell :   Industrial  Efficiency,  Vol.  II,  p.  48. 
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Compliance  with  this  law  seems  to  be  satisfactory. 

Dressing  Rooms. — Separate  dressing  rooms 
for  women  and  children  shall  be  provided  in  all 
establishments  where  such  are  deemed  a  neces- 
sity by  said  factory  inspectors. 

The  inspectors  say  frankly  that  they  do  not  think  dress- 
ing rooms  are  needed  in  factories.  Certainly,  in  very  few 
establishments  are  such  facilities  provided.  The  writer 
is  inclined  to  think  that  there  is  no  demand  by  the  work- 
ers for  these  rooms,  and  that  if  such  conveniences  were 
provided  they  would,  in  most  instances,  not  be  used  by 
the  employes.  In  most  of  the  mills  each  workroom  is 
equipped  with  a  metallic  sink,  similar  to  those  used 
in  kitchens,  and  at  these  the  workers  bathe  their  faces 
and  hands.  This  is  not  a  very  elegant  arrangement, 
but  it  is  that  to  which  they  are  accustomed  at 
home,  and  it  seems  to  answer  the  purpose  fairly  well. 
The  women  and  girls  have  working  skirts  and  jackets 
which  they  slip  over  their  street  dresses  and  they  manage 
to  keep  themselves  surprisingly  neat. 

Water-Closets, — Water-Closets  .  .  .  shall 
be  provided  in  all  places  where  women  and  chil- 
dren are  employed,  in  such  manner  as  shall  in 
the  judgment  of  said  inspectors  meet  the  de- 
mands of  health  and  propriety. 

The  inspectors*  standards,  as  to  what  toilet  facilities 
meet  the  demands  of  propriety,  are  not  high.  Separate 
water-closets,  as  a  general  rule,  are  provided  for  the 
sexes,  but  in  many  instances  these  closets  are  adjoining 
and  are  not  equipped  with  separate  and  screened  ap- 
proaches. The  entrances  are  often  in  full  view  of  work- 
ers of  both  sexes.  The  inspectors  repeatedly  told  the 
writer  that  such  closets  are  satisfactory  and  that  the 
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factory  employes  do  not  object  to  such  arrangements. 
Certain  it  is  that  the  workers  do  not  regard  such  toilet 
facilities  as  an  evil  and  there  is  little  demand  for  improve- 
ment. The  indifference  of  both  sexes  to  privacy  in  this 
matter  would  be  a  revelation  to  one  who  is  not  accustomed 
to  factory  conditions.  It  appears  that  such  conditions 
have  dulled  the  delicacy  of  the  female  employes ;  whether 
or  not  this  has  led  to  increased  immorality  is  a  question 
which  cannot  be  accurately  answered.  The  statements 
as  to  the  morals  of  mill  workers  are  so  varying  as  to 
neutralize  each  other  and  are  practically  worthless.  Toi- 
let facilities  in  the  tenement  homes  and  lodging  houses 
are  much  worse  than  those  in  the  factories  and  train  the 
laborer  to  accept  the  mill  conditions  without  comment. 

Cleaning  of  Machinery. — No  minor  under 
sixteen  shall  be  allowed  to  clean  machinery 
while  it  is  in  motion  unless  the  same  is  neces- 
sary and  approved  by  said  inspectors  as  not 
dangerous. 

This  law  seems  to  be  well  observed  in  the  Rhode  Island 
factories. 

Gimrding  of  Machinery, — If  the  factory  in- 
spectors find  .  .  .  that  the  belting,  shaft- 
ing, gearing,  elevators,  drums,  and  machinery 
in  shops  and  factories  are  located  so  as  to  be 
dangerous  to  employees,  and  not  sufficiently 
guarded,  or  that  the  vats,  pans  or  structures 
filled  with  molten  metal  or  hot  liquid  are  not 
surrounded  with  proper  safeguards  .  .  . 
either  or  both  [of  the  inspectors]  shall  notify 
the  proprietor  ...  to  make  the  altera- 
tions or  additions  necessary  within  ninety  days. 

In  Rhode  Island,  as  in  other  American  states,  little 
progress  has  been  made  in  guarding  machinery.     Mr. 
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Shadwell  says  of  conditions  in  America  that  "the  fencing 
of  machinery  is  almost  ignored"  and  that  very  little  at- 
tempt is  made  for  the  complete  covering  in  and  protecting 
of  parts  as  may  be  seen  in  the  best  English  factories.  ^^ 
Gearing  is  found  exposed  in  many  of  the  Rhode  Island 
factories,  and  the  practice  of  enclosing  dangerous  belt- 
ing is  not  general.  In  several  of  the  mills  visited  this 
danger  was  increased  by  the  crowding  of  machinery. 
The  factory  inspectors  have  done  good  work  in  having 
removed  projecting  shafts  which  are  especially  danger- 
ous in  catching  the  dresses  of  women  and  girls.  Through 
the  influence  of  the  inspectors,  the  managers  have  made 
rules  forbidding  the  mill  girls  to  wear  their  hair  loose 
or  in  plaits.  The  girl  with  curly  locks  would  otherwise 
willingly  run  the  risk  of  being  scalped  by  the  machinery. 

It  is  encouraging  to  note  that  many  of  the  new  mills 
are  equipped  with  better  guarded  machinery  and  that 
more  space  is  allowed  for  the  workers.  The  best  guarded 
machinery  seems  to  be  that  imported  from  England.  It 
is  a  good  business  policy  for  the  owners  thus  to  equip 
their  new  establishments,  for  it  is  almost  certain  that 
stricter  factory  laws  and  more  careful  enforcement  will 
before  many  years  be  demanded  and  obtained  by  the  labor 
forces. 

There  is  thus  ample  opportunity  for  the  better  protec- 
tion of  machinery  in  most  of  the  Rhode  Island  factories, 
and  the  present  inspectors  might  well  insist  upon  higher 
standards  in  this  regard.  The  writer  is,  however,  of  the 
opinion  that  labor  leaders  over-estimate  the  good  results 
which  will  come  from  the  installation  of  safety  devices. 
A  limit  to  the  guarding  of  machinery  is  soon  reached: 
even  with  the  best  means  of  protection,  the  ma- 
chine often  remains  dangerous  and  many  accidents  will 

"  Shadwell :  Industrial  Efficiency,  Vol.  II,  p.  54. 
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occur.  This  is  one  of  the  penalties  which  society  pays 
for  rapid,  mechanical  production.  The  guarding  of  ma- 
chinery to  be  effective  must  be  supplemented  by  the  ex- 
cluding of  all  laborers  who  have  not  reached  the  age  of 
discretion  and  resourcefulness;  by  shorter  hours  so  that 
the  workers  can  remain  alert  and  careful ;  by  good  sani- 
tary conditions  so  that  the  tenders  of  machinery  may 
have  the  quickness  of  eye  and  steadiness  of  hand  bom 
of  good  health. 

Reporting  of  Accidents. — It  shall  be  the 
duty  of  the  owners  or  superintendent  to  re- 
port in  writing  to  the  factory  inspectors  all 
fatal  accidents  within  forty-eight  hours  after 
their  occurrence;  and  all  accidents  which  pre- 
vent the  injured  person  from  returning  to 
work  within  two  weeks  after  such  injury  shall, 
within  one  week  after  the  expiration  of  such 
two  weeks,  be  reported  .  .  .  to  said  in- 
spectors. 

This  section  of  the  law  is  not  enforced.  The  inspec- 
tors freely  admit  that  they  depend  upon  the  public  press 
for  knowledge  of  such  accidents  as  are  listed  in  their 
annual  reports.  The  writer  would  question  the  useful- 
ness of  such  a  law  even  if  it  were  well  administered.  But, 
this  is  beside  the  point.  The  law,  being  upon  the  statute 
book,  should  either  be  enforced  or  repealed. 

Factory  Inspectors'  Report. — Said  inspec- 
tors .  .  .  shall  report  to  the  General  As- 
sembly .  .  .  each  year,  including  in  said 
reports  the  names  of  the  factories,  the  number 
of  hands  employed,  and  the  number  of  hours 
of  work  performed  each  week. 

Below  is  given  a  page  taken  from  the  report  of  factory 
inspection  for  the  year  1906. 
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It  is  seen  that  the  report  fulfills  the  requirements  of 
the  law  by  giving  the  names  of  the  factories  and  the 
number  of  hands  employed.  The  statute  also  orders 
that  the  report  shall  give  the  number  of  hours  of  work 
performed  each  week.  It  is  well  that  this  provision  is 
disregarded,  for  the  printing  of  long  columns  of  58's 
is  thus  avoided.  The  reports  are  not  satisfactory  guides 
as  to  the  sanitary  conditions  of  the  mills.  In  very  few 
instances  can  the  sanitary  condition  of  an  entire  mill 
be  classed  under  one  of  the  categories  of  "excellent," 
"good,"  et  cetera.  A  mill  may  have  excellent  lighting, 
but  have  bad  closets;  it  may  have  satisfactory  ventila- 
tion and  yet  be  defective  in  cleanliness.  It  would  be 
misleading  to  class  such  an  establishment  as  "excellent" 
or  as  "bad."  What  is  needed  is  that  there  be  a  separate 
column  for  each  aspect  of  sanitation;  lighting,  heating, 
ventilation,  closets,  et  cetera.  It  might  be  advisable  to 
have  a  report  on  each  of  the  chief  departments  of  an  es- 
tablishment. For  instance,  in  the  case  of  a  textile  mill, 
reports  on  lighting,  ventilation,  et  cetera,  could  be  made 
for  the  spinning,  weaving,  dyeing  and  finishing  depart- 
ments. The  arrangement  of  the  establishments  engaged 
in  the  same  industry  is  sufficiently  similar  to  make  such 
a  report  practicable.  It  is  true  with  such  careful  inspec- 
tion, the  number  of  factories  visited  would  be  considera- 
bly reduced ;  but  it  is  better  for  600  establishments  to  be 
inspected  thoroughly,  than  for  a  cursory  visit  to  be  paid 
to  three  times  that  number.  The  report  for  1907  states 
that  1,899  establishments  were  inspected. 

The  statistics  referring  to  adults  and  to  children  under 
sixteen  years  of  age  are  probably  not  of  much  value. 
They  are  based  upon  returns  made  by  the  employers  and 
seemingly  no  attempt  is  made  by  the  inspectors  to  ascer- 
tain if  such  returns  are  accurate.     There  is  no  reason 
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why  the  employer  shotdd  have  his  workers  classified  ac- 
cording to  age  periods.  The  employer  knows  the  total 
number  of  his  employes,  and  in  making  out  the  report 
card,  he  probably  makes  a  rough  guess  as  to  how  many 
of  these  employes  are  imder  sixteen. 

Posting  of  the  Factory  Act. — A  printed 
copy  of  this  chapter  shall  be  posted  by  the  in- 
spectors in  each  workroom  of  every  factory, 
manufacturing  or  mercantile  establishment 
where  persons  are  employed  who  are  affected 
by  this  chapter. 

This  provision  of  the  law  has  been  well  administered; 
copies  of  the  statute  were  found  in  each  of  the  factories 
visited. 
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CHAPTER  V. 

FIRE  ESCAPES  AND  ELEVATORS. 

/.     Fire  Escapes. 


The  first  legislation  in  Rhode  Island  designed  to  pro- 
tect the  inmates  of  buildings  from  fire  seems  to  date  from 
1859.  Previous  to  that  year  there  had  been  some  legis- 
lation requiring  that  houses  be  provided  with  ladders  and 
other  appliances,  but  these  regulations  were  intended  to 
aid  the  volunteer  companies  in  preventing  conflagrations 
rather  than  for  the  protection  of  those  living  or  employed 
in  a  building.  One  such  law  was  enacted  as  far  back  as 
1687  and  ordered  that  "every  owner  of  a  house  or  houses 
in  the  said  town  [Newport]  shall  provide  for  every  dwel- 
ling house  a  ladder  to  stand  against  each  of  the  houses 
and  that  will  reach  up  to  or  near  the  ridge  of  said  houses, 
.     .     .     or  pay  a  fine  of  five  shillings  for  default."^ 

The  act  of  1859  (Chapter  294),  provided  that  the 
town  councils  should  pass  ordinances  regulating  the  con- 
struction of  doors,  stairways,  and  entrances  to  buildings, 
used  for  public  amusement,  lectures  or  addresses.  This 
statute  was  for  the  protection  of  the  public  in  general, 
and  cannot,  therefore,  be  considered  as  a  labor  law,  but 
it  was  a  forerunner  of  similar  legislation  designed  espec- 
ially to  increase  the  safety  of  factory  employment. 

An  act  of  1878  (Chapter  688)  entitled  "An  Act  in  Re- 
lation to  the  Buildings  of  Providence  and  for  other  Pur- 
poses," devotes  considerable  space  to  the  matter  of  fire- 

*  Rhode  Island  Colonial  Records,  III,  p.  234. 
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escapes.  The  act  requires  that  every  building  in  which 
twenty-five  or  more  operatives  are  employed  in  any  of 
the  stories  above  the  second  story,  shall  be  provided  with 
proper  and  sufficiently  strong  and  durable  fire-escapes, 
or  with  stairways  constructed  according  to  certain  re- 
quirements. Elaborate  regulations  were  laid  down  for 
making  the  stairways,  and  the  partitions  adjacent  to  or 
surrounding  them,  fireproof.  The  penalty  for  violation 
was  a  fine  of  $20  and  an  equal  fine  for  each  day's  con- 
tinuance of  such  violation.  The  enforcement  of  the  act 
was  delegated  to  the  chief  engineer  of  the  fire  depart- 
ment. This  provision  for  enforcement  was  the  weak- 
est feature  of  the  law,  as  the  duties  of  this  official  other 
than  those  of  inspecting  buildings  were  sufficient  to  keep 
him  occupied.  It  was  pointed  out  by  the  Court,  speak- 
ing through  Judge  Durf ee,  in  case  of  Grant  v.  Slater  Mill 
and  Power  Company,  that  the  law  provides  for  fire-es- 
capes or  stairways  but  does  not  state  by  whom  these 
shall  be  constructed.  Compliance  with  this  statute  was 
as  lax  as  provision  for  its  enforcement  was  weak. 

By  an  act  of  1881  (Chapter  870)  town  and  city  coun- 
cils were  given  authority  to  pass  ordinances  requiring  the 
owners  of  mills,  shops  and  other  buildings  in  which  ope- 
ratives are  employed  above  the  second  story,  to  provide 
these  buildings  with  "proper  and  sufficient  fire-escapes 
or  stairways,"  and  to  enforce  these  ordinances  by  penalty 
not  exceeding  $20  for  each  violation.  The  passage  of 
this  act  was  directly  due  to  the  petition  of  the  town  of 
Pawtucket  for  power  to  pass  such  regulations.^  It  is 
seen  that  the  matter  of  requiring  this  protection  for  fac- 
tories was  left  as  optional  with  the  town  and  city  coun- 
cils, they  were  simply  given  authority  to  pass  such  ordi- 
nances if  they  deemed  such  action  necessary.     No  pro- 

'  State  Archives :  Acts  and  Resolves  of  1881. 
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vision  was  made  as  to  how  the  towns  and  cities  were  to 
enforce  these  measures.* 

Disastrous  fires  in  the  Fourth  Street  School  of  New 
York  City  and  the  Newell  Hotel  in  Milwaukee,  centered 
the  attention  of  legislators  upon  the  importance  of  fire- 
escapes.  The  law  of  1881  reads  that  the  town  and  city 
councils  "may"  pass  the  fire-escape  ordinances.  In  the 
act  of  1883  (Chapter  340),  this  phrasing  is  changed  and 
the  word  "shall"  employed.  This  change  was  intentional, 
for  in  the  original  draft  of  the  bill  as  presented  by  Mr. 
Sheffield,  of  Newport,  the  term  "may"  was  used  and  this 
stricken  out  and  "shall"  substituted.  Though  this  phras- 
ing was  used,  there  was  nothing  in  the  act  to  make  obli- 
gatory the  passage  of  such  ordinances  by  the  council ;  no 
penalty  was  to  be  imposed  upon  these  bodies  for  non- 
compliance. This  statute  is  an  improvement  upon  the 
one  of  1 881,  since  it  orders  that  for  each  day  the  law  is 
violated,  a  fine  of  $10  shall  be  levied  upon  the  person  or 
corporation  using  a  building  which  is  not  properly 
equipped  with  these  safety  devices.  The  town  and  city 
councils  were  required  to  designate  officers  to  enforce 
the  provisions  of  the  act.  This  act  was  faulty  in  that  it 
contained  no  coercive  element  by  which  the  towns  and 
cities  could  be  compelled  to  pass  the  needed  ordinances, 
but  it  marked  a  distinct  advance  in  determining  who 

*In  April,  1882,  Senator  Dole  introduced  a  bill  providing  that 
buildings  should  be  equipped  with  proper  stairways  and  with  fire- 
escapes  on  the  outside  of  the  buildings  extending  to  within  ten  feet 
of  the  ground.  A  fine  of  $20  was  imposed  upon  the  owner  or  lessee 
of  a  building  for  each  day  the  law  was  violated.  Town  councils  were 
empowered  to  examine  from  time  to  time  all  structures  in  which 
persons  were  employed  above  the  second  floor.  The  act  was  passed 
by  the  Senate,  but  it  being  the  last  day  of  the  session,  there  was  not 
sufficient  time  for  the  bill  to  be  brought  before  the  House. — Provi- 
dence Journal,  April  22,  1882. 
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should  be  fined  for  violating  the  law,  and  in  providing 
for  officials  of  administration. 

A  definite  provision  for  an  official  to  enforce  the  law 
was  made  the  same  year  (Chapter  359  of  1883)  when 
the  building  act  of  Providence  was  amended  by  giving 
the  city  council  of  that  city  power  to  appoint  an  inspec- 
tor of  buildings.  Previous  to  this  act,  this  duty  had  de- 
volved upon  the  chief  engineer  of  the  fire  department. 

The  Law  of  1890. — The  inadequacy  of  previous  laws 
for  the  protection  of  workers  from  fire,  caused  the  en- 
actment of  the  statute  of  1890.  The  commissioner  of 
industrial  statistics  for  1889  says:  "It  is  left  with  the 
town  and  city  authorities  to  pass  such  ordinances,  rules 
and  regulations  as  they  may  deem  best,  indeed  it  is  op- 
tional with  them  whether  they  take  any  steps  whatever, 
or  not.  I  doubt  if  there  is  a  town  or  city  in  the  state 
which  has  adopted  any  rules  and  regulations  which  are 
of  any  benefit  except  as  they  apply  to  the  construction  of 
new  buildings,  and  in  these  buildings  very  little  attention 
is  paid  to  fire-escapes  and  to  other  provisions  for  the 
safety  of  occupants.  The  old  buildings  are  seldom  if 
ever  inspected  by  any  one.  .  .  .  Certainly  what  law 
we  have  is  utterly  disregarded."*  The  commissioner 
recommended  that  the  General  Assembly  should  enact 
laws  to  remedy  these  deficiencies,  and  that  a  State  In- 
spector of  Buildings  be  appointed  to  enforce  the  new 
statutes.' 

Pursuant  to  these  recommendations  Mr.  Lorin  M. 
Cook  introduced  a  bill  at  the  January  session,  1890,  which, 
with  a  few  subsequent  amendments,  forms  the  first  nine 
sections  of  the  present  fire-escape  law.  Chapter  ro8  of 
General  Laws,  1896.     There  was  great  opposition  to  the 

*  Report  of  Commissioner  of  Industrial  Statistics,  1889,  p.  19. 

•  Ibid.,  p.  23. 
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passage  of  this  act,  certain  owners  of  property  worth 
many  millions  of  dollars  objecting  to  it  on  account  of 
the  expense  they  would  incur. 

The  following  is  a  summary  of  the  provisions  of  this 
statute  as  it  applies  to  factories  and  workshops,  together 
with  such  amendments  as  have  subsequently  been  made : 

Sec.  I.  Every  factory  or  workshop  in 
which  employes  are  usually  working  above  the 
second  story,  shall  be  provided  by  the  owner 
either  with  strong  and  durable,  metallic  fire- 
escapes  upon  the  external  walls,  or  with  incom- 
bustible stairways  and  stairs  at  opposite  ends  of 
the  building. 

Sec.  2.  Town  councils  and  the  mayors  of 
the  several  cities,  except  the  city  of  Providence, 
shall  annually  appoint  an  inspector  of  build- 
ings. 

Sees.  3  and  4.  Inspectors  of  Providence  and 
other  cities  and  towns  shall  examine  the  build- 
ings in  their  respective  jurisdictions,  and 
should  they  deem  a  building  unsafe  shall  give 
the  owner  notice  to  comply  with  the  provis- 
ions of  the  law  within  sixty  days. 

Sec.  5.  Inspectors  are  empowered  to  ex- 
empt from  the  provisions  of  the  law  buildings 
having  special  features  of  location  or  construc- 
tion. The  inspector  may  revoke  such  exemp- 
tion after  giving  thirty  days'  notice  to  the 
owner  of  the  building. 

Sec.  6.  When  an  inspector  finds  that  a  build- 
ing has  been  properly  equipped  with  fire-es- 
capes or  stairs,  he  shall  upon  the  request  of 
the  owner,  issue  a  certificate  to  that  effect. 
This  certificate  shall,  for  a  term  of  three  years 
after  its  issue,  exempt  the  owner  of  the  build- 
ing from  all  civil  and  criminal  liability  under 
this  chapter. 
By  an  act  of  1895  (Chapter  1369)  this  section  was 
amended  by  striking  out  all  limitation  upon  the  period  of 
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exemption.  Having  once  obtained  a  certificate  stating 
that  his  building  was  properly  equipped,  the  owner  is 
exempt  from  all  liability  for  an  indefinite  period.  The 
inspector  might  revoke  the  certificate,  but  there  is  not 
much  probability  of  this  being  done.  The  old  form  of 
the  law  is  the  better  one,  for  it  at  least  made  probable  the 
inspection  of  buildings  every  three  years.  It  is  true, 
even  under  the  old  law  the  inspector  could  at  the  end  of 
three  years  re-issue  the  certificate  without  re-examining 
the  building.  This  indefinite  period  of  exemption  from 
liability  tends  to  encourage  the  owners  in  not  keeping 
the  safety  devices  of  buildings  in  proper  repair.  In  case 
of  an  accident  caused  by  a  decayed  fire-escape,  it  would 
be  difficult  for  injured  workers  to  secure  damages  from 
the  owner  of  a  building  if  this  owner  had  in  his  posses- 
sion a  certificate  of  exemption.  Under  the  law,  it  would 
probably  be  a  sufficient  defense  for  the  owner  to  hold  that 
responsibility  for  the  accident  rested  upon  the  town  or 
city,  even  though  the  certificate  be  a  score  of  years  old. 

Sec.  7.  The  owner  of  a  leased  building 
may  enter  the  premises  for  the  purpose  of  com- 
plying with  this  act. 

Sec.  8.  The  owner  of  a  building  shall  be 
liable  for  damages  for  the  death  or  injury  of 
any  person  caused  by  violation  of  this  act. 

Sec.  9.  Owners  of  buildings  failing  to  com- 
ply with  this  act  shall  be  liable  to  a  fiine  of  not 
less  than  $100  nor  more  than  $500. 

In  1891,  an  act  was  passed  providing  that  the  mayor  of 
each  city  every  third  year  appoint  three  men  as  a  board  of 
appeal  from  the  action  or  decisions  of  the  inspector  of 
buildings  (Chapter  992  of  1891).  Jhis  act  is  the  same 
as  sections  10-14  of  the  present  law  (General  Laws, 
Chapter  108). 

In  1896  (Chapter  367)  the  inspector  of  buildings  of 
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Providence  was  authorized  to  appoint  one  or  more  as- 
sistants subject  to  the  approval  of  the  Board  of  Alder- 
men. The  duties  of  the  inspectors  are  given  in  more  de- 
tail, but  in  general  are  similar  to  those  given  in  the  act 
of  1878  (Chapter  688). 

By  the  factory  inspection  act  of  1894  (Chapter  1278, 
Sec.  9)  it  was  provided  that  if  the  factory  inspectors 
find  **that  the  means  of  egress  in  case  of  fire  or  other  dis- 
aster is  not  sufficient  or  in  accordance  with  all  the  re- 
quirements of  the  law  ...  he  shall  notify  the  pro- 
prietor of  the  factory  or  workshop  to  make  the  altera- 
tions or  additions  necessary  within  ninety  days."  It  is 
seen  that  law  requires  the  proprietor  of  the  establishment 
to  make  the  necessary  changes,  whereas  the  other  laws 
hold  that  this  is  the  duty  of  the  owner  of  the  building  in 
which  the  factory  is  housed.  The  proprietor  of  a  busi- 
ness and  the  owner  of  the  building  in  which  the  business 
is  carried  on,  need  not  be  one  and  the  same  person.  For 
this  reason,  this  section  of  the  factory  act  of  1894, — and 
it  is  the  law  today,- — is  not  in  agreement  with  other  laws 
relating  to  fire-escapes. 

ADMINISTRATION   OF  THE   FIRE-ESCAPE   LAW. 

Before  1890,  there  was  no  fire-escape  law  applying  to 
all  sections  of  the  state.  There  was  a  statute  requiring 
towns  and  cities  to  pass  ordinances  providing  for  such 
safety  devices,  but  no  means  were  furnished  for  com- 
pelling the  towns  to  take  such  action.  The  city  of  Provi- 
dence, as  has  been  seen,  had  more  definite  statutes.  It 
is  not  unnatural,  therefore,  that  the  administration  of 
these  laws  was  unsatisfactory.  The  commissioner  of 
industrial  statistics  for  1887,  reported  there  had  been 
steady  improvement,  but  that  some  mills  still  were  en- 
tirely without  fire-escapes  and  that  some  of  those  which 
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had  been  put  up  were  comparatively  useless.®  The  com- 
missioner for  1889  is  more  emphatic  in  his  condemna- 
tion, when  he  says :  "There  are  many  buildings  through- 
out the  State  and  especially  in  the  city  of  Providence, 
which  are  lacking  in  means  of  escape  in  case  of  fire, 
.  .  .  .  The  old  buildings  are  seldom  if  ever  in- 
spected by  anyone.  ...  It  seems  to  me  in  matters 
of  such  importance  to  life  and  to  safety  of  person,  our 
laws  are  of  but  little  consequence ;  certainly  what  law  we 
have  is  utterly  disregarded."'^  Some  complaints  from 
the  workers  indicate  that  conditions  were  not  satisfac- 
tory.® 

Since  the  act  of  1890,  the  law  has  been  better  observed, 
so  that  at  the  present  time  conditions  regarding  fire-es- 
capes may  in  general  be  said  to  be  satisfactory.  Mr. 
Lorin  M.  Cook,  who  introduced  the  act  of  1890,  says  of 
its  present  administration :  "The  enforcement  of  the  law 
at  the  present  time  I  believe  to  be  fairly  good,  indeed  I 
may  say  better  than  might  be  expected."®  The  provis- 
ions of  the  law  are  not  of  a  very  high  grade,  since  they 
require  fire-escapes  or  a  double  system  of  stairs.  A  bet- 
ter law,  perhaps,  would  be  one  requiring  fire-escapes  and 

•Report  Commissioner  Industrial  Statistics,  1887,  p.  17. 

*  Report  Commissioner  Industrial  Statistics,  1889,  p.  19. 

■  Returns  from  workingwomen  to  Commissioner  Industrial  Statis- 
tics, 1889 :  Weaver — In  case  of  fire  we  could  not  get  out  of  the  mill, 
because  there  is  a  heavy  wire  screen  nailed  upon  all  the  windows — 
p.  151.  Shoemaker — ^There  is  but  one  egress  from  the  room  in  which 
260  girls  are  employed.  The  stairways  will  not  safely  accommodate 
two  abreast,  for  they  are  very  winding— p.  153.  Shoemaker  in 
Rubber  Factory — I  work  in  a  room  where  273  are  employed.  There 
are  but  four  escapes  to  get  out  on,  and  they  are  impossible  to  reach 
on  account  of  the  railing  around  the  ladder  and  the  distance  from 
the  window.  We  are  in  the  fourth  story  of  the  building.  The  mix- 
tures used  in  rubber  goods  are  explosive  in  case  of  fire — p.  151. 

•  Letter  of  January  27,  1908. 
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stairs.     It  is  probable  that  such  a  law  could  not  be 
passed. 

The  great  majority  of  the  factories  have  stairs  at 
each  end  of  the  building.  In  the  older  buildings  these 
were  so  constructed  because  of  the  increased  convenience 
they  afforded  rather  than  with  any  idea  of  guarding  the 
occupants  from  fire.  The  presence  of  stairs  at  each  end 
of  a  building  fulfills  the  requirements  of  the  law,  but  this 
does  not  give  adequate  protection.  In  case  of  an  explo- 
sion or  sudden  ignition  of  very  inflammable  material  in 
the  lower  story  of  a  building,  the  stairways  would  become 
so  filled  with  smoke  that  they  could  not  be  used.  Factory 
workers,  as  a  rule,  are  very  excitable  and  easily  stam- 
peded. The  best  systems  of  fire-escapes  and  stairs  will 
not  prevent  this,  unless  the  workers  have  been  trained  by 
fire  drills.  One  very  evident  need,  even  in  those  build- 
ings which  are  well  equipped,  is  that  the  location  of  the 
escapes  should  be  marked.  In  some  buildings  there  may 
be  a  number  of  different  establishments  and  the  employes 
of  a  majority  of  these  may  not  know  which  are  the  en- 
trances leading  to  these  safety  devices.  This  is  espec- 
ially true  of  those  buildings  in  Providence  in  which  are 
located  many  separate  jewelry  shops.  It  might  be  well 
to  prescribe  by  law  that  the  location  of  these  fire-escapes 
be  indicated  at  the  entrances  of  the  rooms  opening  upon 
them.  Another  provision  needed  is  one  requiring  that 
all  doors  of  factories  must  open  outward.  ^^  In  the  event 
of  a  stampede  and  resulting  rush  of  the  workers,  doors 
that  open  inwardly  are  sometimes  closed,  and  those  at 
the  front  of  the  crowd  are  forced  forward  so  violently 
that  it  is  impossible  for  them  to  gain  an  outlet  for  them- 
selves and  the  struggling  masses  in  the  rear.     Recent 

*•  Such  an  act  passed  the  House  at  the  January  session,  1907,  but 
failed  to  be  reported  by  the  Senate  Committee  on  special  legislation. 
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accidents  in  various  parts  of  the  country  have  shown  the 
need  of  such  a  law. 

I.      ELEVATORS. 

The  laws  regarding  elevators  are  closely  connected 
with  those  concerning  fire-escapes,  so  that  these  two 
phases  of  factory  legislation  are  often  included  in  the 
same  statute.  There  are,  however,  some  acts  which  re- 
late only  to  elevators,  and  for  this  reason  it  has  been 
deemed  best  to  group  under  one  heading  all  the  laws 
upon  this  topic. 

The  first  law  in  Rhode  Island  regulating  the  construc- 
tion of  elevators  seems  to  have  been  the  building  law  of 
Providence,  passed  in  1878,  (Chapter  688).  It  was  here 
ordered  (Section  25)  that  hoistways  or  elevator  shafts, 
not  enclosed  by  fireproof  partitions  and  doors,  should  be 
protected  by  "good  and  substantial  railing  and  good  and 
sufficient  trap-doors."  The  penalty  for  violation  of  the 
law  was  a  fine  of  $20  for  each  offence  and  $20  for  each 
day  such  violation  was  continued.  The  law  does  not 
state  by  whom  these  elevator  guards  were  to  be  con- 
structed. The  chief  engineer  of  the  fire  department  of 
Providence  was  made  responsible  for  the  administration 
of  the  statute. 

At  the  May  session,  1880,  an  act  was  introduced  in  the 
House  providing  for  an  inspection  of  elevators  in  cities 
and  towns.  ^^  Two  years  later  the  State  Senate  passed 
a  resolution  instructing  its  committee  on  judiciary  to  as- 
certain if  legislation  was  needed  for  the  better  safety  of 
elevators.  ^2  Several  serious  accidents  in  Fall  River  and 
in  New  York  City  had  called  attention  to  the  danger  of 
unguarded  elevators. 

"  Providence  Journal,  May  28,  1880. 
"Providence  Weekly  Journal,  Feb.  10,  1882. 
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By  an  act  of  1883  (Chapter  340),  town  councils  and 
city  councils  were  required  to  pass  ordinances  regulating 
the  construction,  location  and  operation  6f  elevators  and 
hoistways  used  for  the  carriage  of  persons  or  of  merchan- 
dise, and  to  provide  for  the  punishment  of  persons  com- 
mitting a  violation  of  these  ordinances  by  a  fine  not  ex- 
ceeding $5  for  each  day  of  such  violation.  The  towns 
and  cities  were  further  required  to  desig^nate  officers  to 
enforce  these  regulations.  Though  the  statute  is  obliga- 
tory in  its  phrasing,  the  term  "shall"  being  employed, 
it  contains  no  provision  by  which  the  different  communi- 
ties were  to  be  compelled  to  enact  such  ordinances ;  and, 
as  a  consequence,  the  law  was  in  most  instances  disre- 
garded. 

By  another  act  of  1883  (Chapter  359)  the  City  Council 
of  Providence  was  empowered  to  appoint  an  inspector  of 
buildings  to  relieve  the  chief  engineer  of  the  fire  depart- 
ment of  the  additional  duties  of  inspection  imposed  by 
the  act  of  1878  (Chapter  688). 

The  Laws  of  1894, — During  the  decade  following 
1883  "o  legislation  concerning  elevators  was  enacted.  In 
1894,  the  two  acts  which  form  the  body  of  the  present  law 
were  passed.  The  first  of  these  is  contained  in  Section 
5  of  the  factory  inspection  law  (Chapter  1278).  It  was 
here  ordered  that  the  owner,  agent,  or  lessee  of  any  fac- 
tory or  mercantile  establishment  should  cause  all  hoisting 
shafts  or  well  holes  in  his  establishment  to  be  so  in- 
closed or  secured  as  would,  in  the  opinion  of  the  factory 
inspectors,  be  necessary  to  protect  the  life  or  limbs  of 
those  employed  in  such  buildings.  It  was  further  pro- 
vided that,  if  the  inspectors  so  directed,  trap  or  auto- 
matic doors,  should  be  fastened  in  all  elevator  ways  so 
as  to  form  substantial  surfaces  when  closed,  and  so  con- 
structed as  to  open  and  close  by  action  of  the  elevator. 


Digitized  by 


Google 


no  American  Economic  Association  [552 

It  is  seen  that  this  law  had  the  failing  common  to  ear- 
lier legislation:  it  did  not  specify  by  whom  these  elevator 
guards  should  be  constructed.  "The  owner,  agent,  or 
lessee"  of  the  building  are  named,  but  the  responsibility 
is  not  fixed  upon  any  one  of  these.  It  is  to  be  noted  also 
that  the  entire  interpretation  of  this  section  is  left  with 
the  factory  inspectors,  it  not  being  necessary  for  the 
owner,  agent  or  lessee  to  install  these  elevator  guards  be- 
fore such  an  order  is  issued  by  the  inspectors.^* 

The  other  act  (Chapter  1271  of  1894)  is  more  defi- 
nite in  its  provisions  and  fixes  upon  the  owner  of  a  build- 
ing responsibility  for  violation  of  the  statute.  It  rules 
that: 

"Every  elevator  used  for  conveying  persons 
or  goods  .  .  .  the  well  of  which  elevator 
is  not  so  protected  as  to  be  inaccessible  from 
without  while  the  elevator  is  moving,  shall 
have  attached  to  it  some  suitable  appliance 
which  shall  give  automatically,  at  all  times, 
on  every  floor  ...  a  distinct,  audible, 
warning  signal  that  said  elevator  is  in  motion." 

It  was  also  provided  that  "all  hoistways  and  elevator 
openings  through  floors  where  there  is  no  shaft"  should 
"be  protected  by  sufficient  railings,  gates,  trap-doors,  or 
other  mechanical  devices,  equivalent  thereto."^*  The  in- 
spectors of  buildings  were  authorized  to  inspect  all  ele- 
vators in  their  respective  jurisdictions,  and,  should  the 
law  be  violated,  to  notify  the  owner  or  owners  to  comply 
with  the  statute  within  thirty  days  after  the  receipt  of 
such  notice.  A  fine  of  not  less  than  $5  nor  more  than 
$10  was  provided  for  each  day  the  law  was  violated. 

An  act  of  1901  (Chapter  921)  amended  the  above  law 

"  This  indefinite  provision  was  superceded  by  Act  973  of  1902. 

**  The  provisions  as  to  passenger  elevators  apply  more  particularly 
to  office  buildings  than  to  factories  and  are,  therefore,  not  considered 
here. 
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by  fixing  the  penalty  for  violation  of  its  provisions  at  a 
fine  of  not  less  than  $50  nor  more  than  $100  for  each  of- 
fense. In  1902  (Chapter  973)  this  amendment  of  1901 
was  repealed  and  the  penalty  was  made  the  same  as  in  the 
law  of  1894.  This  statute  of  1902  made  several  import- 
ant changes  in  the  elevator  law.  The  owner  and  the  lessee 
of  a  building  were  made  responsible  for  violations  of  the 
statute.  In  like  manner,  the  owner  and  the  lessee  were 
jointly  made  liable  for  the  injury  or  death  of  a  person 
caused  by  non-compliance  with  this  measure.  By  this  act 
it  was  also  ordered  that  factory  inspectors  should  inspect 
elevators  in  any  city  or  town  where  there  is  no  inspector 
of  buildings.  From  this  it  appears  that  the  factory  in- 
spectors are  not  responsible  for  the  enforcement  of  the 
elevator  law  in  communities  which  have  inspectors  of 
buildings.  Since  this  act  repealed  all  previous  legislation 
inconsistent  with  its  provisions,  it  therefore  annulled  that 
portion  of  the  5th  section  of  the  factory  act  of  1894 
(Chapter  1278)  ordering  that  "the  owner,  agent,  or 
lessee"  should  make  such  changes  as  were  ordered  by  the 
factory  inspector.  The  owner  and  the  lessee  are  now 
jointly  responsible. 

ADMINISTRATION  OF  THE  ELEVATOR  LAW. 

The  law  regarding  elevators  is  well  enforced.  The 
owner  and  the  lessee  of  a  building  may  take  their  choice 
of  three  methods  of  guarding  against  elevator  accidents : 
I.  The  elevator  may  be  equipped  so  as  to  give  automati- 
cally on  every  floor  a  signal  that  it  is  in  motion.  ^.  The 
elevator  shaft  may  be  enclosed.  3.  Trap-doors  may  be 
so  fastened  in  elevator  ways  as  to  form  substantial  sur- 
faces when  closed,  and  so  constructed  as  to  open  and  shut 
by  action  of  the  elevator.  None  of  these  methods  are 
very  expensive.  In  all  the  factories  which  the  writer 
visited  or  in  which  he  secured  employment  during  the 
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past  summer,  the  elevators  were  equipped  with  one  or 
more  of  these  safeguards.  A  large  number  of  the  mill 
owners  have  adopted  the  efficient  method  of  enclosing 
their  elevator  ways. 

While  the  plan  of  fastening  in  the  elevator  ways  trap- 
doors that  will  open  and  shut  by  the  action  of  the  elevator, 
complies  with  the  law,  it  is  a  very  doubtful  protection. 
There  is  danger  that  some  one  may  be  standing  on  these 
trap-doors  when,  without  warning,  the  elevator  bursts 
through  from  the  story  below.  Such  an  accident  hap- 
pened in  1 901  when  a  boy,  who  was  standing  on  such  a 
trap-door  in  one  of  the  large  mills,  was  crushed  between 
the  door  and  wall  by  the  rising  elevator.  These  trap- 
doors were  for  the  most  part  installed  by  the  mill  owners 
before  the  passage  of  the  factory  act,  for  the  purpose  of 
lessening  fire  risks  and  thereby  reducing  insurance  rates. 
The  law  should  require  that  such  doors  be  protected  by 
railings. 
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CHAPTER  VI. 

THE  BUREAU  OF  INDUSTRIAL  STATISTICS. 

After  the  enactment  of  the  ten-hour  law  in  1885,  the 
leaders  of  organized  labor  directed  their  efforts  to  the 
passage  of  an  act  establishing  a  bureau  of  labor  statistics. 
The  union  men  were  actuated  in  this  movement  by  the 
desire  to  secure  some  governmental  agency  which  would 
give  publicity  to  labor  conditions  and  furnish  data  on 
which  could  be  based  demands  for  additional  legislation.^ 

The  Knights  of  Labor  took  the  initiative  in  this  agi- 
tation. The  first  demand  of  this  labor  organization  as  set 
forth  in  the  preamble  of  1878  was  for  "the  establishment 
of  Bureaus  of  Labor  Statistics,  that  we  may  arrive  at  a 
correct  knowledge  of  the  educational,  moral,  and  finan- 
cial condition  of  the  laboring  classes.*'  The  Knights 
steadily  increased  their  numbers  in  Rhode  Island,  and  by 
1886  had,  it  is  said,  sixty- four  local  assemblies  and  over 
twelve  thousand  members.  The  leaders  of  these  men  had 
been  trained,  by  their  long  fight  for  the  ten-hour  law,  in 
the  most  efficient  methods  of  supporting  a  labor  measure, 
and  they  made  use  of  this  experience  in  their  present 
undertaking. 

The  passage  of  the  act  might  have  been  delayed  had  it 

*It  is  interesting  to  note  that  a  bill  for  the  establishment  of  a 
Bureau  of  Statistics  for  Rhode  Island  was  reported  by  a  committee 
at  the  January  session  of  the  General  Assembly  in  1850.  The  Provi- 
dence Journal  in  speaking  of  the  matter  remarked:  "Too  little 
regard  has  been  paid  among  us  to  statistical  information  and  we  are 
convinced  that  great  benefits  would  follow  the  classification  of  agri- 
cultural and  industrial  statistics  of  the  State.  We  hope  it  will  engage 
the  earnest  attention  of  the  General  Assembly."  (Providence  Jour- 
nal, Feb.  18,  1850.) 
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not  been  for  the  political  situation  in  1887.  The  citizens 
of  the  state  had  the  previous  year  passed  a  constitutional 
amendment  in  favor  of  prohibition.  General  Charles  R. 
Brayton  was  elected  by  the  Legislature  Chief  of  State 
Police  to  enforce  this  law.  The  choice  of  General  Bray- 
ton, the  methods  used  in  securing  his  election,  and  the 
unchecked  violation  of  the  Constitutional  decree,  aroused 
the  utmost  indignation  of  the  Rhode  Islanders.  Presi- 
dent Robinson,  of  Brown  University,  at  a  mass  meeting 
held  June  2,  1886,  said:  "I  have  done  some  honest  work 
in  behalf  of  what  is  known  as  the  Republican  party. 
But,  if  it  is  carried  on  as  the  last  legislature  has  carried  on 
its  work,  I  say  the  sooner  the  Republican  party  is  put  in 
the  ground  beyond  the  hope  of  resurrection,  the  better."* 
The  Providence  Journal,  the  old  standby  of  Rhode  Island 
Republicanism,  is  found  pointing  out  that  "for  the  first 
time  since  the  outbreak  of  the  war  of  the  rebellion,  the 
political  supremacy  of  the  Republican  party  was  seriously 
threatened  with  overthrow.''  This  was  due,  the  Journal 
said,  "to  scandals  and  follies  which  in  the  last  year  have 
alienated  or  rendered  doubtful  the  allegiance  of  a  very 
considerable  element  of  intelligent  and  independent  citi- 
zens."^ 

The  party  in  power  was  therefore  anxious  to  conciliate 
the  labor  vote  and  thus  re-inforce  its  waning  strength. 
The  Democrats  had  for  several  years  been  supporting  the 
movement  for  establishing  a  bureau  of  labor  statistics. 
In  1887,  the  Republican  platform  declared  for  such  a 
statute. 

The  year  1887  was  marked  by  serious  labor  disturb- 
ances. The  mill  hands  throughout  New  England  made 
such  increased  demands  that  the  manufacturers  found  it 


*As  reported  in  Providence  Journal,  June  3,  1886. 
•  Providence  Journal,  March  i,  1887. 
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necessary  to  form  an  association  in  order  to  deal  more 
eflFectively  with  strikes.  The  great  railroad  strikes  on  the 
western  railroads  made  the  workers  in  all  parts  of  the  na- 
tion more  conscious  of  their  power.  Men  with  property 
rights  to  guard  were,  therefore,  ready  to  support  legisla- 
tion which,  it  was  thought,  would  calm  this  restless  and 
militant  spirit  of  labor.  This  desire  of  the  manufactu- 
rers to  placate  their  employes,  combined  with  exigencies 
of  the  political  situation,  made  clear  sailing  for  the  act 
establishing  a  bureau  of  industrial  statistics.  The  work- 
ingmen  had  planned  for  a  bureau  of  labor  statistics,  but 
they  agreed  to  the  present  title  of  the  department,  it 
being  understood  that  the  bureau  would  give  its  chief  at- 
tention to  investigations  of  labor  conditions. 

Provisions  of  the  Act, — The  law  (Chapter  621)  pro- 
vided that  the  Governor  should  in  June,  1887,  ^^^  every 
two  years  thereafter,  appoint  a  commissioner  of  indus- 
trial statistics.  The  duties  and  powers  of  this  commis- 
sioner are  stated  in  these  terms : 

Sec.  I.  The  commissioner  of  industrial  sta- 
tistics shall  be  ex-officio  superintendent  of  the 
census  of  the  state  and  shall  perform  the  duties 
prescribed  in  chapter  69,  and  in  addition  thereto 
he  shall  collect,  arrange,  tabulate  and  publish,  in 
a  report  by  him  to  be  made  to  the  general  assem- 
bly annually  in  January,  the  facts  and  statisti- 
cal details  in  relation  to  the  condition  of  labor 
and  business  in  all  mechanical,  manufacturing, 
commercial,  and  other  industrial  business  of 
the  state,  and  especially  in  relation  to  the  social, 
educational,  and  sanitary  condition  of  the  labor- 
ing classes,  with  such  suggestions  as  he  may 
deem  proper  for  the  improvement  of  their  con- 
dition and  the  bettering  of  their  advantages 
for  intellectual  and  moral  instruction,  together 
with  such  other  information  as  he  may  deem  to 
be  useful  to  the  general  assembly  in  the  proper 
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performance  of  its  legislative  duties  in  refe- 
rence to  the  subjects  in  regard  to  which  he  is 
required  to  report. 

Sec.  2.  Every  employer  of  labor,  and 
every  person  engaged  in  any  industrial  pursuit, 
shall  give  the  commissioner  of  industrial  sta- 
tistics all  proper  and  necessary  information  to 
enable  him  to  perform  the  duties  herein  re- 
quired of  him,  and  in  default  thereof,  upon 
reasonable  demand,  shall  be  fined  twenty  dol- 
lars. 

The  commisioner's  salary  was  fixed  at  $2,000  per  an- 
nimi.  He  could,  with  the  consent  of  the  Goveriior,  em- 
ploy assistants  and  incur  expenses  incident  to  the  proper 
discharge  of  the  duties  of  his  office,  not  exceeding  $2,000 
per  year. 

Subsequent  Changes  in  the  Law. — The  changes  made 
in  the  law  deal  with  the  appropriation  allowed  for  office 
expenses  and  with  the  manner  of  appointing  the  commis- 
sioner and  his  assistants.  With  these  exceptions  the  stat- 
ute remains  as  it  was  passed  in  1887. 

In  1888  and  1889,  the  commissioner  complained  that 
the  appropriation  for  office  expenses  was  not  sufficient, 
and  asked  for  a  more  liberal  grant.  In  1890,  this  request 
was  granted  by  the  legislature's  increasing  the  allowance 
from  $2,000  to  $3,000  per  year. 

By  an  act  of  1901  (Chapter  809,  Section  13)  the 
power  of  appointing  the  commissioner  was  taken  from 
the  Governor  and  vested  in  the  Senate.  That  is  another 
section  of  the  blanket  measure  of  1901,  which  was  suc- 
cessfully designed  to  keep  the  patronage  of  the  state  offi- 
ces under  control  of  the  political  party  then  dominating 
the  legislature.  The  commissioner  was  made  responsible 
to  the  Senate  alone,  and  therefore  to  the  party  in  control 
of  the  Senate.  This  law  has  already  been  discussed  in 
connection  with  the  appointment  of  factory  inspectors. 
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An  act  of  1902  (Chapter  11 05)  abolished  what  remain- 
ing power  the  Governor  had  over  the  bureau,  by  striking 
out  the  provision  of  the  law  requiring  that  in  the  appoint- 
ment of  his  assistants  the  commissioner  must  have  the 
approval  of  the  Governor. 

By  .a  resolution  of  the  General  Asembly  passed  April 
23,  1907,  $S,ooo  was  appropriated  to  enable  the  com- 
missioner of  industrial  statistics  to  investigate  and  re- 
port upon  the  number  of  wage  earners  in  selected  in- 
dustries of  Rhode  Island,  to  classify  such  workers  by 
age  periods  and  sex,  and  to  report  on  the  rate  of  wages 
and  cost  of  living  in  1900  and  1906. 

ADMINISTRATION    AND    RESULTS. 

The  labor  leaders  of  1887  expected  that  the  Bureau 
of  Industrial  Statistics  would  be  a  great  instrument  by 
which  the  life  and  work  of  the  toilers  would  be  made 
known  to  the  public.  These  expectations  have  not  been 
fulfilled,  and  it  is  doubtful  if  the  bureau  has  been  worth 
its  cost  to  the  state. 

The  workmen  thought  that  the  commissioners  would 
be  chosen  from  men  prominent  in  labor  circles.  In  this 
they  have  been  disappointed,  for  very  few,  if  any,  of 
these  officials  can  be  said  to  have  been  actively  con- 
nected with  the  working  class.  While  the  complaints 
of  the  unions  against  the  inefficiency  of  the  bureau  are 
well  founded,  it  is  also  true  that  the  labor  organizations 
have  encouraged  their  members  to  refuse  giving  infor- 
mation to  the  bureau  officials,  on  the  ground  that  their 
inquiries  were  attempts  to  ascertain  the  strength  of 
unionism.  The  union  members  have  demanded  that 
the  manufacturers  supply  information  relating  to  child 
labor,  cost  of  material,  and  capital  invested,  but  have 
themselves   often   refused  to  answer  the   inquiries  ad- 
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dressed  to  them  by  the  bureau.  Neither  the  business 
men  nor  the  laborers  seem  to  have  taken  the  depart- 
ment seriously.  So  far  as  the  writer  has  been  able  to 
learn,  the  average  workman  does  not  know  that  such  an 
office  exists.  The  business  man  gives  little  attention  to 
the  bureau,  because  he  knows  that  the  industrial  statis- 
tics g^ven  are  necessarily  incomplete  and,  sometimes, 
judging  from  his  own  returns  to  the  bureau,  he  doubts 
the  accuracy  of  such  reports.  The  present  commis- 
sioner, in  his  report  for  1905,  charges  that  in  previous 
years  the  manufacturers  had  practically  been  making  a 
farce  out  of  their  returns  to  the  department.  It  will 
be  interesting  to  see  how  he  will  "impress  upon  them" 
that  this  practice  must  stop.* 

Mr.  Bowditch,  the  first  and  perhaps  the  best  of  the 
commisioners,  early  realized  that  it  was  impossible  for 
the  bureau  to  compel  the  manufacturers  to  furnish  ac- 
curate statistics,  and  he  did  not  hesitate  to  state  such 
to  be  his  conviction.* 

It  is  thus  seen  that  the  bureau  has  little  power  to 
collect  reliable  statistics.     Such  material  as  has  been 


*"Upon  investigation  it  seemed  probable  that  the  manufacturers 
of  Rhode  Island  had  been  submitting  reports  from  year  to  year, 
made  up  in  a  perfunctory  manner  from  reports  of  the  preceding 
year,  copies  of  which  were  kept  in  the  manufacturers'  offices  for 
future  use,  and  it  seemed  all  the  more  necessary  to  impress  upon 
them  the  fact  that  the  Bureau  of  Industrial  Statistics  was  interested 
in  publishing  something  more  than  figures."  Report  of  Commis- 
sioner of  Industrial  Statistics,  1905,  p.  6. 

•"The  law  which  created  the  bureau  makes  the  giving  of  all 
'proper  and  necessary  information'  obligatory,  but  there  is  no  rule 
to  determine  what  questions  would  be  proper  and  what  improper. 
Statistics  are  only  valuable  where  they  are  approximately  exact,  and 
it  would  be  almost  as  difficult  to  compel  an  individual  to  give  an 
exact  statement  in  regard  to  his  business  affairs  as  to  compel  him 
to  tell  what  he  was  thinking  about  at  any  particular  moment." — 
Report  of  Commissioner  of  Industrial  Statistics,  1888,  p.  3. 
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obtained  has  in  many  instances  not  been  presented  in 
the  most  helpful  manner.  The  average  man,  be  he 
manufacturer  or  laborer,  has  neither  the  time  of  Me- 
thusaleh  nor  the  patience  of  Job  to  go  through  the 
unsummarized  and  undigested  statistics  of  which  many 
of  these  reports  consist. 
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PREFACE  TO  THE  SECOND  EDITION. 

The  projected  appearance  of  a  French  translation  of 
this  book,  as  well  as  the  great  increase  of  interest  recently 
manifested  in  the  subject,  has  furnished  the  inducement 
to  this  revision.  In  the  fourteen  years  that  have  elapsed 
since  the  first  edition  was  published,  there  have  been  many 
changes  in  legislation,  and  not  a  few  important  contribu- 
tions to  the  discussion  of  the  subject.  An  endeavor  has 
therefore  been  made  to  bring  the  book  down  to  date  from 
both  points  of  view.  This  has  necessitated  an  almost 
complete  re-writing  of  the  first  part,  and  not  inconsider- 
able changes  in  the  second  part.  With  every  effort  to 
avoid  undue  amplification,  the  volume  has  swollen  to  a 
size  half  as  large  again  as  the  original.  In  all  the  essen- 
tial conclusions,  however,  I  have  foimd  no  occasion  for 
any  substantial  modification  of  the  views  which  were 
originally  set  forth. 

Edwin  R.  A.  Seligman 

Columbia  University, 
December,  ipo8. 
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PROGRESSIVE  TAXATION  IN  THEORY  AND 
PRACTICE. 

INTRODUCTION. 

The  question  of  proportional  versus  progressive  taxa- 
tion has  not  been  settled  in  either  theory  or  practice.  A 
survey  of  the  history  of  taxation  will  show  repeated  at- 
tempts made  to  introduce  the  progressive  principle,  from 
the  early  legislation  of  Solon  down  to  the  present  time. 
If  we  confine  ourselves  to  the  nineteenth  century  we  shall 
find,  indeed,  that  the  general  sentiment  in  many  places 
is  in  favor  of  proportional  taxation,  but  that  on  the 
other  hand  almost  every  country  has  to  some  extent 
introduced  the  progressive  principle  into  its  tax  system. 
This  is  true  not  only  in  monarchies  like  those  of  con- 
tinental Europe  and  Japan,  but  in  democracies  like  those 
of  America,  Australia  and  Switzerland.  To  give  a  few 
instances:  we  find  progressive  income  taxes  in  most 
of  the  German  states,  Austria,  Sweden,  Denmark,  Hol- 
land and  Belgium  as  well  as  in  Switzerland;  progressive 
rental  taxes  in  France  and  Australia;  progressive  prop- 
erty taxes  in  Switzerland,  Holland  and  Australia;  and 
progressive  inheritance  taxes  in  France,  Germany,  Eng- 
land, Switzerland,  Australia,  Canada  and  elsewhere. 
Even  in  the  United  States,  which  is  supposed  to  be  par 
excellence  the  home  of  proportional  taxation,  we  have  had 
a  progressive  property  tax,  like  the  federalist  house  tax, 
and  some  decidedly  progressive  income  taxes,  both  national 
and  local ;  and  we  still  have  progressive  income  taxes,  pro- 
gressive inheritance  taxes,  and  progressive  land  taxes.  It 
is  hence  idle  to  claim  that  proportional  taxation  is  the 
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rule :  on  the  contrary,  practice  seems  to  be  tending  more 
and  more  to  the  partial  or  complete  adoption  of  the  pro- 
gressive principle.  It  may  be  useful,  therefore,  to  pass  in 
review  not  only  the  facts  of  the  case,  but  the  arguments  on 
both  sides  in  order  to  ascertain  how,  if  at  all,  agreement 
may  be  secured.  This  discussion  seems  all  the  more  nec- 
essary because  no  comprehensive  attempt  to  present  either 
the  facts  or  the  views  of  the  chief  representatives  of  the 
different  schools  has  yet  been  made.^ 

A  word  first  as  to  nomenclature.  In  a  certain  sense  the 
distinction  between  proportional  and  progressive  taxation 
is  illogical,  for  progression  is  also  a  kind  of  proportion. 
In  the  one  case  the  tax  may  increase  by  a  proportionate  in- 
crement of  the  tax,  the  rate  remaining  the  same;  in  the 
other  case  the  tax  may  increase  by  a  proportionate  incre- 
ment of  the  rate,  the  rate  changing  pari  passu  with  the 
amount.  In  both  cases  we  have  a  proportion,  although  the 
results  of  the  proportion  are  very  different.     Strictly 

*  There  is  one  essay  on  the  history  of  the  theory  by  Lehr,  'TCrit- 
ische  Bemerkungen  zu  den  wichtigeren  fur  und  wider  den  progress- 
iven  Steuerfuss  vorgebrachten  Grunde,"  in  JahrhUcher  fur  Nation- 
al'dkonomie  und  Statistik,  vol.  29  (1877),  pp.  i  and  190.  But  Lehr's 
essay  is  confused  and  not  very  critical.  Moreover  it  is  composed 
chiefly  of  long  extracts  from  the  German  and  a  very  few  of  the 
French  authors,  almost  entirely  disregarding  all  other  countries. 
Finally  it  is  antiquated,  because  most  of  the  valuable  discussion  has 
taken  place  in  the  last  generation.— The  best  book  on  the  facts  is 
Neumann,  Die  progressive  Einkommensteuer  im  Stoats-  und  Ge- 
meinde-Haushalt,  1874.  As  the  title  indicates,  this  study  is  confined 
to  the  income  tax.    It,  also,  is  antiquated. 

Since  the  present  work  was  originally  published,  a  young  Italian, 
Mas^-Dari,  has  written  a  book  of  over  700  pages  under  the  title  of 
La  Imposta  Progressiva,  Indagini  di  Storia  e  d'Economia  delta 
Finanjsa,  1897.  Excellent  as  is  the  work  in  many  respects,  it  is 
unnecessarily  elaborate,  and  is  replete  with  all  manner  of  discussions 
which  have  only  the  slightest  connection  with  progressive  taxation. 
Cf.  also  the  two  essays  of  Max  Grabein,  "Beitrage  zur  Geschichte 
der  Lehre  von  der  Steuerprogression"  in  Finans  Archiv,  vol.  xii 
(189s),  and  vol.  xiii  (1896). 
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speaking,  therefore,  the  distinction  ought  to  be  drawn, 
not  between  proportion  and  progression,  but  between  two 
kinds  of  proportion — regular  proportion  and  progressive 
proportion.  Again,  the  progression,  if  we  adopt  the  term, 
may  itself  be  either  proportional  or  progressive:  a  pro- 
portional progression  being  an  increase  of  the  rate  at  an 
arithmetical  ratio,  a  progressive  progression  being  an  in- 
crease at  a  geometrical  ratio. 

Passing  by  these  rather  subtle  objections,  however, 
and  accepting  the  commonly  received  distinction  as  suffi- 
ciently obvious  for  all  practical  purposes,  let  us  see  what 
is  really  meant  by  progressive  taxation. 

A  tax  may  be  said  to  be  proportional  when  the  math- 
ematical relation  between  the  amouht  of  the  tax  and  that 
of  the  thing  taxed  remains  the  same.  A  tax  is  progressive 
when  the  relation  varies  in  such  a  way  that,  as  the  amount 
taxed  itself  increases,  the  tax  will  represent  a  continually 
larger  fraction  of  that  amount.  Ordinarily  this  means 
that  the  rate  increases  with  the  amount  taxed.  This  is, 
however,  not  necessarily  the  case.  For  the  rate  may  re- 
main the  same,  while  the  change  in  the  relation  may  be 
effected  by  an  alteration  in  the  amount  assessed;  that  is, 
by  applying  the  same  rate  of  tax  to  a  continually  smaller 
increment  of  the  thing  taxed.  Practically,  of  course,  the 
result  is  identical ;  for  if  we  start  with  a  given  rate  and  a 
given  amount,  the  same  rate  on  a  smaller  amount  is  equiv- 
alent to  a  higher  rate  on  the  same  amount. 

The  term  commonly  employed  in  England  is  graduated 
taxation.  This  is  misleading.  If  a  tax  is  graduated  in 
lieu  of  being  proportional,  the  graduation  may  be  either 
upward  or  downward.  Proportional  taxation  in  the  ordi- 
narily accepted  signification  means  the  same  rate  on  all 
quantities  of  the  thing  taxed,  whether  this  consists  of 
property  or  of  income  or  of  anything  else;  graduated 
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taxation  may  mean  that  the  rate  either  decreases  or  in- 
creases as  the  amount  of  property  or  of  income  increases. 
When  the  rate  increases  with  the  amount  of  the  income, 
for  instance,  we  have  progressive  taxation;  and  that  is 
what  the  Enghsh  writers  generally  mean  by  graduated 
taxation.  But  when  the  rate  decreases  as  the  income 
increases,  the  tax  is  also  graduated.  The  technical  term 
for  such  taxation  is  regressive  taxation — ^what  the  French 
call  upside-down  progressive  taxation  (progression  d  re- 
hours)}  Graduated  taxation  in  the  wider  sense  thus 
includes  both  progressive  and  regressive  taxation. 

Finally,  a  third  method  is  possible.  The  tax  rate 
may  increase  up  to  a  certain  amount,  but  remain  con- 
stant beyond  that  fixed  point.  There  may  be  progression 
up  to  a  definite  limit,  and  proportion  thereafter.  The 
usual  term  for  this  is  degressive  taxation.*  The  propor- 
tional rate  is  regarded  as  the  normal  one,  but  on  all  sums 
counted  downward  below  this  limit  the  tax  rate  gradually 
diminishes.  Degressive  taxation  is  also  graduated  taxa- 
tion, and  one  of  its  most  common  forms. 

Whether  we  call  the  tax  progressive  or  degressive  de- 
pends entirely  on  the  point  from  which  we  count  up  or 
down ;  for  even  in  progressive  taxes  the  progression  every 
where  stops  at  a  certain  limit.  The  highest  point  known 
to  history  as  actually  enforced  is  thirty-seven  and  a  half 
per  cent.  It  could  not  conceivably  exceed  one  hundred  per 
cent.  Nevertheless  from  one  point  of  view  the  distinction 
between  progression  and  degression  is  tenable.     In  de- 

'  Buckingham,  National  Evils  and  Practical  Remedies,  1849,  p. 
338,  speaks  of  a  tax  being  "graduated  the  wrong  way." 

•The  term  "progressional  tax/'  used  in  a  somewhat  similar  sense, 
is  due  to  Joseph  Garnier.  It  has  not  been  generally  adopted,  and 
does  not  mean  exactly  the  same  thing  as  a  degressive  tax.  It 
might  best  be  translated  as  a  moderate  and  limited  progressive 
tax,  as  we  shall  see  when  we  discuss  Garnier  below. 
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gression  the  ideal  is  proportional  taxation,  although  a  con- 
cession is  made,  through  lower  rates  or  exemptions  or 
abatements,  to  the  poorest  classes  who  ought  theoretically 
to  pay  the  same  rate  but  who  are  deemed  to  be  unable  to 
do  so.  In  progression,  the  ideal  is  not  proportional  taxa- 
tion :  the  wealthier  classes  pay  higher  rates  because,  ac- 
cording to  the  theory,  they  ought  to  assume  a  more  than 
proportional  burden.  In  progressive  taxation  graduation 
ordinarily  begins  from  the  point  at  which  in  the  case  of 
degressive  taxation  graduation  stops  and  proportion  be- 
gins. Nevertheless  this  precise  point  at  which  graduation 
commences  is  somewhat  arbitrary.  What  one  person 
would  call  degressive  taxation  another  would  call  pro- 
gressive taxation.*  While  degressive  and  progressive 
tax-rates,  however,  have  much  in  common,  and  are  really 
two  different  ways  of  expressing  what  is  essentially  the 
same  idea,  degressive  and  regressive  tax-rates  are,  in  one 
sense,  as  we  have  seen,  the  very  opposites  of  each  other. 
The  terms  "progressive  tax"  or  "graduated  tax"  are 
also  used  in  another  way.  If  a  different  rate  is  levied  on 
different  kinds  (not  different  amounts)  of  property  or  in- 
come, we  speak  not  of  a  graduation  but  of  a  differentia- 
tion of  the  tax.  But  if  different  rates  are  levied  on  in- 
heritances or  bequests  according  to  the  degree  of  relation- 
ship of  the  heir  or  successor,  the  tax  is  sometimes  called 
a  "graduated"  or  "progressive"  tax.  In  ordinary  cases 
progression  denotes  a  changed  rate  for  altered  amounts ; 


*EIy,  Taxation  in  American  States,  p.  77 ^  uses  the  term  "digres- 
sive," which  is  obviously  a  misprint.  His  explanation,  however, 
like  that  of  Daniels,  Public  Finance,  p.  89,  is  inadequate.  We  have 
degressive  taxes  not  only  when  a  certain  amount  is  entirely  ex- 
empted, as  we  are  told,  but  also  when  the  smaller  amounts  below  a 
moderate  limit  are  taxed  at  a  lower  rate.  The  statement  of  Bastable, 
Public  Finance,  p.  292,  is  also  inexact.  In  the  3rd  ed.  (1903),  p. 
316,  the  inexactness  of  the  statement  is  only  partly  remedied. 
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in  this  case  it  denotes  changed  rates  for  the  same  amounts 
going  to  different  persons.  In  the  remainder  of  the  pres- 
ent monograph  the  term  will  be  employed  in  conformity 
with  the  ordinary  usage  which  has  come  to  apply  to  the 
collateral  inheritance  taxes  of  this  kind  the  designation 
of  graduated  taxation. 

The  question  of  progressive  taxation  is  not  confined  to 
the  income  tax.  We  may  have  progression  in  other  direct 
taxes  like  the  property  tax,  the  house  tax,  the  land  tax, 
and  the  inheritance  tax.  There  may  even  be  progression 
in  indirect  taxes,  and  that,  too,  in  a  double  sense.  In  the 
first  place,  the  rates  of  certain  imposts  like  stamp  taxes, 
business  taxes,  or  taxes  on  commodities  may  increase  with 
criteria  like  the  amount  of  the  transaction,  or  sales,  or 
capital,  or  capacity  or  production.*^  Secondly,  the  pro- 
gressive principle  may  be  introduced  into  the  general  tax 
scheme  by  an  arrangement  in  virtue  of  which  articles  of 
luxury  are  taxed  at  increasingly  greater  rates  than  articles 
of  comfort  or  necessity.®  The  discussion,  however,  has 
been  limited  almost  entirely  to  direct  taxation,  and  usually 
even  to  the  income  tax.    There  is  no  good  reason  why  this 

•  This  is  the  sense  in  which  progression  is  used  by  Josef  Dierschke, 
Progressive  Besteuerung  des  Grossbetriebes  bet  einigen  Verbrauchs- 
steuern,  1903,  and  Q^ment  Charpentier,  La  Progression  dans  les 
Impots  Indirects  en  Allemagne,  1908,  in  which  the  so-called  "StaflFel- 
steuem"  are  studied    For  these,  see  below,  Part  I,  §  7. 

•This  idea  has  been  elaborately  set  forth  recently  by  Franz  Graf, 
Das  Problem  der  Luxussteuern,  1905.  Dr.  Graf  bases  his  contention 
on  the  principle  that  taxes  on  luxuries  "wurden  den  Progressions- 
gedanken,  wenn  auch  nicht  tadellos  nach  den  finanzwissenschaft- 
lichen  Regeln,  so  doch  in  der  Hauptsache,  nachdrucklich  zur  Geltung 
bringen."  Op.  cit,  p.  25.  In  a  very  ingenious  work  by  a  French 
engineer,  Louis-Leger  Vauthier,  De  V  Impot  Progressif,  £tude  sur 
V  Application  de  ce  Mode  de  Pr6lh;ement  d  un  Impot  quelconque, 
185 1,  an  attempt  is  made  to  show  how  the  progressive  principle  may 
be  logically  and  "arithmetically"  applied  to  any  kind  of  tax.  See  esp. 
chap.  6,  and  the  formulas,  pp.  87-91. 
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should  be  the  case.  In  the  following  pages  we  shall  treat 
of  progression  in  general,  taking  up  first  the  history  and 
the  actual  condition  of  progressive  taxation ;  secondly,  the 
theory  of  progression  in  its  historical  and  positive  aspects ; 
and  finally  the  applicability  of  progression  to  the  condi- 
tions as  they  exist  in  the  United  States  at  the  present  time. 
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THE  HISTORY  OF  PROGRESSIVE 
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§  I.     Classic  Antiquity. 

The  earliest  example  of  progressive  taxation  of  which 
we  have  any  knowledge  is  found  in  Athens.  The  facts 
are,  however,  not  entirely  beyond  dispute.  The  direct 
tax  {€l4xTopd)  as  levied  in  the  time  of  Solon  (B.  C.  596) 
was  a  tax  on  property  chiefly  in  the  form  of  land,  and  was 
levied  on  the  basis  of  the  produce.^  The  population  was 
divided  into  four  classes  (rifAi^/iara ) ,  as  follows : 

1.  The  Pentakosiomedimni,  or  those  whose  produce 
was  valued  at  five  hundred  measures  of  dry  products 
(medimnus)  or  liquid  products  (metrete). 

2.  The  Knights  (/7r7n)9),  or  those  who  produced  three 
hundred  measures  and  could  support  a  horse. 

3.  The  Zeugitae,  or  owners  of  a  yoke  of  cattle,  who 
produced  two  hundred  (or,  according  to  others,  one  htm- 
dred  and  fifty)  measures. 

4.  The  Thetes,  who  produced  less  than  the  above. 
Solon's  design  seems  to  have  been  to  estimate  the  net 

produce  of  land  at  one-twelfth  of  the  property.  Reckon- 
ing a  measure  of  produce  as  worth  one  drachma  (about 
171/2  cents),  the  property  of  a  Pentakiosiomedimnus  was 
assessed  at  a  talent,  t.  e.,  twelve  times  500  measures  or 
6,000  drachmas.  According  to  the  same  calculation  the 
value  of  a  knight's  property  should  have  been  fixed  at 

*C/.  Bocckh,  Public  Economy  of  the  Athenians,  book  iv,  chap.  5 
(pp.  639-665  of  the  American  translation,  or  vol.  ii,  pp.  25  et  seq,, 
of  the  London  edition  of  1828).  For  Beloch's  interpretation,  which 
is  somewhat  different,  see  his  article  "Das  Volksvermogen  von 
Attika"  in  Hermes,  vol.  xx,  1885,  pp.  237  et  seq,  L^rivain  also 
thinks  that  this  is  merely  an  hypothesis.  See  his  article  tia^popd  in 
Daremberg  and  Saglio,  Dictionnaire  des  Antiquitis  Grecques  et 
Romains,  1887.  Cf,  also  P.  Guiraud,  Etudes  ^conomiques  sur 
yAntiquiti,  2  ed.,  1905,  pp.  77-79. 
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twelve  times  3CX)  measures  or  3,600  drachmas,  and  that 
of  the  next  class  at  twelve  times  150  measures  or  1,800 
drachmas.  The  progressive  (or  d^ressive)  principle, 
however,  was  introduced  by  assessing  the  property  of  the 
knights  at  only  3,000  drachmas,  and  that  of  the  Zeugitae 
at  only  1,000  drachmas,  while  the  lowest  class  was  entirely 
exempted.  In  other  words,  instead  of  changing  the  rate 
of  the  tax,  a  modification  was  made  in  the  assessable  por- 
tion of  the  property.  The  highest  class  was  assessed  at 
the  full  valuation  of  the  property ;  in  the  second  class  the 
appraised  valuation  was  fixed  at  five-sixths  of  the  value 
of  the  property;  while  in  the  third  class  only  five-ninths 
of  the  property  was  assessed.  The  rate  remained  the 
same,  but  the  ratable  valuation  changed.  The  tax,  there- 
fore, was  graduated. 

The  next  account  of  the  tax  that  has  come  down  to  us 
is  during  the  archonship  of  Nausinicus  (B.  C  380),  al- 
though the  tax  may  have  been  levied  occasionally  in  the 
interval.  By  this  time  the  property  assessed  included  not 
only  real  estate  but  personalty.  There  were  still  four 
classes,  but  with  no  exemption  for  the  lowest  class  and 
with  a  graduation  in  the  tax.  While  there  is  some  doubt 
as  to  the  exact  figures,  it  seems  probable  that  the  tax  was 
now  a  progressive  income  tax.  The  rate  was  one  per 
cent  on  the  lowest  class,  composed  of  all  those  with  an  in- 
come below  25  minas  (about  $427)  ;  five  per  cent  on  the 
second  class,  with  incomes  from  25  to  50  minas ;  ten  per 
cent  on  the  third  class,  with  incomes  from  50  to  100 
minas ;  and  twenty  per  cent  on  the  fourth  class,  with  in- 
comes above  100  minas.^    We  possess  no  further  details 

•This  is  the  explanation  given  by  Rodbcrtus,  "Untersuchungcn 
zur  Geschichte  der  romischen  Tributsteuer  seit  Augustus,"  in  Hil- 
debrand's  Jahrbiicher  fur  National- Oekonomie  und  Statistik,  Band 
viii  (1867),  pp.  453  et  seq.  Although  the  figures  are  somewhat  arbi- 
trary, his  explanation  is  preferable  to  the  very  involved  interpreta- 
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of  its  working^. 

In  Rome,  during  the  republic  as  well  as  the  empire, 
nothing  is  known  of  any  form  of  progression.*  Direct 
taxation  played  a  very  small  role  in  the  fiscal  economy, 
and  there  is  no  evidence  to  show  that  a  graduation  of  the 
tax  was  ever  attempted.  We  must  remember,  more- 
over, that  in  Greece,  as  well  as  in  Rome,  direct  taxes  were 
levied  only  as  a  last  resort  and  in  the  most  extraordinary 
exigencies. 

tion  of  Boeckh,  who  calls  the  tax  "not  a  pure  income  tax,  but,  as  it 
were,  composed  of  a  property  and  income  tax,"  without  clearly  ex- 
plaining the  connection.  Public  Economy  of  the  Athenians,  p.  669. 
Parieu,  Trait S  des  Impots,  i,  p.  416,  who  gives  an  account  of  this  tax 
based  on  Boeckh's  explanation,  wrote  before  Rodbertus  had  pub- 
lished his  investigations. 

•M.  G-  Platon  has  written  a  book  to  show  the  alleged  "clearly 
progressive  nature  of  the  public  revenues"  in  classic  antiquity.  See 
his  La  DSmocratie  et  le  Rigime  Fiscal  d  A  thanes,  d  Rome  et  de  nos 
Jours,  1899,  esp.  pp.  210-21 1.  When  his  so-called  facts,  however, 
come  to  be  examined,  they  will  be  foimd  to  vanish  into  thin  air.  The 
articles  originally  appeared  in  the  Socialist  periodical,  Devenir  Social. 
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§  2.     The  Middle  Ages. 

With  the  growth  of  direct  taxation  in  the  middle  ages 
we  find  several  examples  of  progression,  due  in  great  part 
to  the  growth  of  the  democratic  spirit.  It  is  hence  natural 
that  the  chief  mediaeval  progressive  taxes  should  originate 
and  develop  in  the  towns  and  communes  where  the  demo- 
cratic spirit  asserted  itself  most  vigorously.  It  is  true, 
indeed,  that  there  are  a  few  isolated  examples  of  a  pro- 
gressive scale  in  the  general  state  taxes.  These  were, 
however,  in  the  main,  class  taxes  or  classified  poll  taxes, 
where  the  upper  classes  were  made  to  bear  the  higher 
charges  on  the  humanitarian  principle  of  "le  fort  portant 
le  faible,"  as  it  is  expressed  in  the  French  and  English 
laws,  or  as  the  Latin  ordinance  of  1367  reads:  "ita  quod 
pauperes  per  divites  supportentur."  In  France  we  find 
this  especially  in  the  case  of  the  fouages,  A  fouage  was  a 
tax  or  taille  assessed  on  the  feux  or  hearths,  feu  meaning 
a  family  or  number  of  persons  living  under  the  same  roof. 
A  survival  of  this  is  the  Sicilian  focatico,  which  created 
so  much  disorder  only  a  few  years  ago.  The  tax  was 
originally  so  much  per  feu  or  family.  .This,  however,  be- 
came manifestly  unjust  in  proportion  as  the  property 
of  the  different  families  began  to  vary  considerably.  Thus 
the  custom  arose  of  levying  the  tax  at  different  rates.  Not 
only  were  the  townsmen  assessed  at  a  higher  sum  than  the 
peasants,  but  the  rate  imposed  on  different  individuals  was 
graded.  Unfortunately  the  assessors  generally  inverted 
the  legal  principle  and  made  the  poor  pay  higher  rates 
than  the  rich.^ 


*  Qamageran,  Histoire  de  Vl.npdt  en  France,  1867,  i»  P-  402. 
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Based  in  part  on  these  French  laws  were  the  English 
graduated  poll  tax  of  1379  (in  which  the  tax  ranged  from 
4d.  to  £6,  13^.  4d.),  and  the  poll  tax  of  1380  (which 
ranged  from  2d.  to  20^.).^  The  rates  of  the  tax  of  1379 
were  repeated  in  1513,  and  slightly  increased  in  1614;* 
while  the  same  principle  was  applied  at  occasional  inter- 
vals during  the  seventeenth  century,*  the  last  instance  of 
the  classified  poll  tax  being  in  1698.  In  practice,  however, 
the  poll  taxes  were  levied  chiefly  on  the  poor.  They  never 
became  a  part  of  the  regular  revenue  in  England,  as  they 
did  in  France. 

In  the  mediaeval  property  and  income  taxes,  the  pro- 
gressive scale  is  likewise  occasionally  found.  Thus  the 
French  cinquantiime,  or  fiftieth,  of  1295  was  in  part  grad- 
uated. It  was  a  combination  of  a  property  and  an  income 
tax.  All  persons  having  less  than  one  hundred  sols  prop- 
erty paid  a  tax  on  their  income  from  wages.  On  yearly 
wages  the  tax  was  a  day's  wage  or  one  three  hundred  and 
sixty-fifth ;  on  monthly  or  daily  wages,  the  tax  was  fixed 
at  six  deniers.  On  property  up  to  ten  livres  the  rate  of  the 
tax  was  one-half  of  one  per  cent;  from  ten  to  one  thou- 
sand livres  the  rate  was  two  per  cent,  or  a  fiftieth  (whence 
the  name)  ;  while  above  one  thousand  livres  the  tax  was 
fixed  at  twenty  livres.^  It  was  thus  a  somewhat  singular 
combination  of  degressive,  proportional  and  fixed  taxa- 
tion.   The  tax  was  again  levied  in  1297  and  1301. 

In  England  we  find  some  sporadic  examples  of  such 
property  and  income  taxes.  Thus  in  1435  ^  graduated  in- 
come tax  was  levied  in  three  classes,  the  rates  being  6d,, 


•Dowcll,  A  History  of  Taxation  and  Taxes  in  England,  2nd  ed., 
1888,  i,  p.  94. 

•/W</.,  i,  pp.  129,  161. 

*In  1660,  1666,  1677  and  1689-1698.    Ibid.,  li,  pp.  29,  45. 

•  Qamageran,  Histoire  de  Vlmpot  en  France,  i,  p.  314. 
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Sd.  and  2s,  in  the  pound  respectively,  according  as  the 
yearly  income  was  below  f  100,  between  £100  and  £400, 
or  above  £400,  incomes  below  £5  being  exempt.  That 
is,  the  rates  were  two  and  a  half,  three  and  a  third,  and 
ten  per  cent.®  In  1449-1450  the  tax  was  repeated,  with 
slight  changes,  the  rates  now  being  two  and  a  half,  five, 
and  ten  per  cent,  respectively,  with  the  limit  of  exemption 
reduced  to  £1.'' 

In  the  mediaeval  German  empire  progressive  general 
property  taxes  are  also  occasionally  found,  as  for  instance 
in  the  case  of  the  Reichsabschied  of  1512,  when  a  pro- 
gressive tax  was  imposed  in  order  that  "the  poor  should 
not  be  so  grievously  burdened."® 

On  the  other  hand,  the  general  state  taxes  were  some- 
times regressive,  instead  of  progressive.  Thus  the  French 
ordinance  of  1356  provided  for  a  subsidy  on  incomes 
from  real  estate,  salaries  and  mortgages.  The  rate  was 
for  all  revenues  above  100  livres,  four  livres  for  the  first 
100  and  two  livres  for  each  succeeding  100  livres;  be- 
tween 40  and  100,  two  livres;  between  one  and  ten  livres, 
one  livre.^  That  is  to  say,  if  we  take  the  lower  figures 
in  each  class  the  rate  would  be  ten  per  cent  for  10  livres, 
five  per  cent  for  40  livres,  four  per  cent  for  100  livres, 
and  two  per  cent  above  100  livres.  Moreover,  the  richer 
classes  were  exempt  on  all  income  above  1,000  or  5,000 
livres,  according  as  they  were  composed  of  non-nobles 
or  nobles.  So  again  in  the  next  year  a  similar  subsidy  was 
granted  with  a  rate  of  four  per  cent  on  revenues  up  to 
100  livres,  and  two  per  cent  on  revenues  exceeding  that 


•  I>owell,  op.  cit,  i,  p.  113. 
^  Ibid,,  i,  p.  116. 

■"Damit  der  Arme  nicht  so  hochbeschwert  und  dem  Reichen 
auch  aufgesetzt  werde,  das  er  tragen  moge,"  Judeich,  Die  Renien- 
steuer  im  Konigreiche  Sachsen,  1857,  P-  6. 

•  Qamageran,  op.  cit,  i,  p.  368. 
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amount.*^  Similarly  in  England  Henry  VIII  levied  an 
income  tax  on  the  regressive  principle.  Incomes  were 
divided  into  four  classes,  £1-5,  £5-10,  £10-20  and  over 
£20.  The  rates  were  in  the  case  of  movables  4d,,  Sd,, 
IS.  4 J.  and  2s  respectively;  in  the  case  of  immovables 
Sd.,  IS.  4d.,  2s.  and  3^.  respectively.^^ 

Progressive  taxation  was  thus  by  no  means  a  distin- 
guishing feature  of  the  general  state  taxation.  Political 
and  economic  relations  were  dominated  by  the  feudal 
system,  and  the  feudal  system  was  essentially  aristocratic 
in  its  nature.  The  financial  conditions,  as  a  reflex  of  the 
economic  situation,  necessarily  had  an  aristocratic  im- 
print. 

In  the  communes  and  towns  on  the  otTier  hand  there 
was  more  play  for  the  democratic  movement.  At  first 
when  property  was  fairly  equal,  the  ideal  of  justice 
seemed  to  be  a  proportional  general  property  tax,  which 
is  found  almost  universally  in  England  as  well  as  on  the 
continent,  whenever  resort  was  taken  to  extraordinary 
sources  of  revenue. ^^  In  several  towns,  however,  a  some- 
what deeper  analysis  was  made  of  the  underlying  prin- 
ciple, and  the  general  property  tax,  instead  of  being  pro- 
gressive, was  made  regressive  up  to  a  certain  point.  The 
explanation  of  this  phenomenon  is  not  difficult.  Indi- 
vidual faculty  or  ability  to  pay  taxes  was  supposed  to  be 
in  some  manner  determined  by  income.  Property  obvi- 
ousy  yielded  one  kind  of  income — funded  or  unearned 
income  as  it  is  called  in  modern  times.  But  income  from 
labor — earned  or  unfunded  income  in  the  modem  par- 
lance— was  also  deemed  to  constitute  a  portion  of  taxable 


*•  Gamageran,  op.  cit,  i,  p.  z'^7. 

"  Vocke,  Geschichte  der  Steuern  des  britischen  Reichs,  1866,  p.  510. 
Dowell  does  not  mention  this  tax. 
"  See  Seligman,  Essays  in  Taxation,  sth  ed.,  1905,  ch.  v. 
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faculty.  Many  towns  hence  added  to  the  general  prop- 
erty tax  a  tax  on  the  income  from  labor.  That,  as  we 
know,  was  the  method  transplanted  from  Europe  to  the 
New  England  colonies.  Other  towns,  however,  sought 
to  attain  the  same  result  in  another  way.  It  was  assumed 
— and  under  the  conditions  of  the  time  the  assumption 
was  roughly  accurate — that  the  smaller  the  income  from 
property  the  greater  the  income  from  labor;  or  in  other 
words  that  the  minor  burghers  who  worked  for  their 
living  would  possess  little,  if  any,  property,  and  that  up  to 
a  certain  point  the  more  property  a  man  had,  the  less  likely 
he  would  be  to  resort  to  manual  labor.  Hence,  in  the 
absence  of  an  income  tax,  it  would  be  necessary  to  assess 
the  smaller  property  at  a  slightly  higher  rate  than  the 
larger  property ;  for  the  higher  rate  on  the  smaller  prop- 
erty would  represent  a  property  tax  plus  a  labor-income 
tax,  while  in  the  case  of  the  larger  property  the  rate 
would  represent  simply  a  property  tax.  In  this  way  it 
was  thought  that  a  rough  proportion  would  be  attained. 

The  best  example  of  this  method  of  taxation  is  foimd 
in  the  mediaeval  German  towns.  In  Basel,  whose  financial 
history  has  been  elaborately  investigated,  we  find  that  the 
extraordinary  property  taxes  were  levied  on  this  principle. 
In  1429,  for  instance,  a  tax  was  assessed  at  the  general 
rate  of  two  per  cent  on  the  highest  member  of  each  class. 
But  on  all  property  below  two  thousand  gulden,  the  tax 
was  divided  into  ten  classes,  the  rate  rising  in  each  in- 
ferior class  until  in  the  lowest  class  (ten  gulden  and  be- 
low) the  tax  was  fixed  at  such  an  amount  that  the  rate 
exceeded  seventeen  per  cent  on  the  ten  gulden.^'    Of  the 


^  The  law  fixed,  not  the  rates,  but  the  lump  sums  payable  on  eadi 
dass  of  property  assessed.  The  rate  would  thus  differ  according 
as  the  property  was  at  the  bottom  or  the  top  of  the  class.  The  fol- 
lowing table  will  show  the  rates : 
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2,536  tax  payers  only  126,  or  five  per  cent,  possessed 
property  of  over  2,000  gulden,  although  they  paid  32  per 
cent  of  the  tax;  while  the  tax  payers  in  the  two  lowest 
classes,  48.9  per  cent  of  the  total  number,  paid  only  10.8 
per  cent  of  the  tax.  Again  in  1451  the  rate  of  the  prop- 
erty tax  was  one  per  cent  for  the  first  100  gulden  and 
one-half  of  one  per  cent  for  every  successive  100  gulden, 
thus  constituting  a  slightly  regressive  tax.^*  It  is  not 
necessary  to  go  into  the  details  of  the  other  instances, 
as  the  principle  was  virtually  the  same. 

In  many  of  the  mediaeval  towns  this  originally  demo- 
cratic character  of  the  tax  was  modified  by  aristocratic 
and  feudal  influences ;  and  even  the  ostensible  proportion- 
ality of  taxation  frequently  became  a  real  inequality, 
pressing  more  heavily  on  the  poorer  classes.  This  was 
probably  true  in  the  great  mass  of  cases.  We  know  that  it 
was  a  fact  in  the  German  towns,^*^  as  well  as  in  the  French 
communes.  In  the  latter  instance  this  was  due  not  only  to 
the  natural  proclivities  of  the  assessors,  but  also  to  the 
frequent  purchases  of  exemption  from  taxation.    When 

Claai       Gulden  Per  cent. 

1  o-     10 1000  -17.1 

2  10-       50 45-10 

3  so-    100 14.7-  7.5 

4  100-    ISO 9.9-  6.6 

5  150-    300 13.2-  6.6 

6  300-    500 8.3-  5 

7  500-    750 5-9- 4 

8  750-  1000 4.6-  3.5 

9  1000-  1500 3.9-  2.6 

10  1500-  2000 2.9-  2.2 

11  2000-  2500 24-  2 

Cf,  Schonberg,  Finanjsverhdltnisse  der  Stadt  Basel  im  xiv,  und 
XV.  Jahrhundert,  1879,  p.  175. 

"^Ibid.,  p.  284. 

•Zeiimer,  Die  deutschen  Stadtesteuern  im  xiu  und  xiii.  Jahrhun-- 
deri,  1878,  pp.  90,  91. 
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the  history  of  English  local  finance  comes  to  be  written  in 
detail,  the  same  will  probably  be  found  to  be  the  case 
there.  In  the  provincial  income  taxes  in  France  during 
the  sixteenth  century  it  was  even  provided  that  no  one 
could  be  held  to  pay  more  than  a  definite  sum,  no  matter 
how  great  his  fortune.  In  Lille  this  limit  was  fixed  at 
one  thousand  florins.  The  wealthier  the  tax  payer,  the 
lower  the  rate  of  the  tax.^* 

In  some  places,  however,  where  the  differences  of 
wealth  became  very  marked,  the  democratic  spirit  asserted 
itself  at  times  more  vigorously.  This  is  especially  true  of 
the  Italian  republics  at  the  period  of  their  great  com- 
mercial prosperity,  when  the  conditions  of  the  towns  re- 
sembled those  of  modern  times  more  closely  than  at  any 
other  period  or  in  any  other  country.  The  Italian  cities, 
and  especially  Florence,  are  therefore  the  chief  examples 
of  actual  progressive  taxation  in  the  middle  ages. 

"Houdoy,  L'Impdt  sur  le  Revenu  au  xvi  siicle..  Les  Btats  de 
Lille  et  le  Due  d'Albe,  1873,  chap,  iii,  p.  345.  In  the  earlier  centuries 
we  find  occasional  examples  of  progressive  taxation  in  the  towns 
as  at  Donai  in  the  case  of  the  forced  loan  of  1302,  where  in  addition 
to  the  ordinary  rate  of  ten  per  cent  on  movables,  an  extra  tax  of 
two  per  cent  was  levied  on  all  property  over  fifty  livers  in  value. 
Cf.  G.  Espinas,  Les  Finances  de  la  Commune  de  Donai  des  Origines 
an  x^  siicle,  1902,  p.  141. 
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§  3-     The  Italian  Republics, 

In  Florence,  as  in  the  other  mediaeval  towns,  the  general 
property  tax  was  employed  whenever  it  became  necessary 
to  secure  extraordinary  revenues.  The  original  property 
tax  or  estimo  was  supplanted  in  1427  by  the  catasto, 
which  was  a  tax  on  the  capitalized  value  of  incomes  from 
movables  as  well  as  immovables.  The  capitalization  was 
made  at  different  rates.  This  is  not  the  place  to  trace  the 
various  steps  in  the  development  which  finally  led  to  the 
institution  of  the  decima  or  tenth,  a  tax  on  the  income 
from  immovables  only.  What  interests  us  here  is  not  the 
fortune  of  the  general  property  tax,*  but  the  application 
of  the  progressive  principle,  under  the  general  name  of 
scala. 

One  of  the  chief  reasons  for  the  introduction  of  pro- 
gression was  the  evasion  by  the  wealthy  of  the  propor- 
tional tax  on  personalty.  It  was  hoped  in  this  way  to 
make  the  rich  pay  at  all  events  their  share  of  the  burden, 
and  thus  in  some  sort  to  re-establish  the  balance.  The 
Medici  eagerly  seized  upon  this  democratic  reasoning  and 
converted  the  graduated  tax  into  an  engine  for  ruining 
their  wealthy  rivals.  What  was  begun  by  the  Medici, 
however,  was  continued  by  the  democratic  government 
which  supplanted  them. 

The  progressive  rate  was  first  applied  to  the  general 
property  tax  or  catasto  in  1443.  The  tax  was  known  as 
the  graziosa  or  "gracious  tax,"  because  so  favorable  to 
the  lower  classes  who  had  hitherto  borne  the  chief  bur- 

*A  history  of  the  Florentine  tax  will  be  found  in  G.  Canestrini, 
La  Scienza  e  VArte  di  Stato,  desunta  dagli  Atti  officiali  della  Repuh- 
hlica  Fiorentina  e  dei  Medici,  Ordinamenti  Economici — Delia  Fin- 
anjBa..  Parte  I,  L!  Imposta  sulla  Ricchessa  Mobile  e  Immobile, 
Firenze  1862. 
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den.  The  "gracious  tax"  divided  the  tax  payers  into 
fourteen  classes,  the  rate  varying  from  four  to  thirty- 
three  and  a  third  pef  cent  of  the  income,  which  was  then 
capitalized.^  To  this  was  added  a  poll  tax,  likewise  in 
fourteen  classes,  varying  from  one  to  eighty  soldi.  In 
1447  ^^^  second  progressive  tax  was  levied.  The  number 
of  classes  remained  the  same,  but  the  tax  was  now  levied 
only  on  income,  and  the  rates  now  varied  from  eight  to 
fifty  per  cent.  This  was  known  as  the  decina  dispiacente 
or  "displeasing  tax,"'  and  continued  at  these  rates  for 
several  years. 

In  1480  the  scala  or  progressive  rate  was  applied  not 
to  the  general  property  or  income  tax,  but  to  the  new  tax 
on  income  from  immovables  only.  There  were  now  nine 
classes  with  rates  from  seven  to  twenty-two  per  cent,  and 
there  was  joined  to  this  a  graduated  poll  tax.  Hence- 
forth the  progressive  rate  was  generally  applied  to  all  the 
extraordinary  direct  taxes,  whatever  their  name  or  form. 
Sometimes  it  was  applied  to  the  catasto  or  capitalized 
general  income  tax,  sometimes  and  more  frequently  to 
the  decima^  or  income  tax  on  realty,  sometimes  to  both  the 
catasto  and  the  decima  when  they  were  levied  simulta- 
neously.    All   kinds  of  combinations  were  made.     At 

'The  six  classes  up  to  300  florins  were  graded  by  differences  of 
50  florins;  from  300  to  700  florins  the  steps  were  100  florins;  then 
came  three  additional  classes  with  steps  of  300,  200  and  300  florins 
respectively,  until  the  final  class  included  revenues  of  1500  florins 
and  over. — Canestrini,  op.  cit.,  p.  217. 

•  It  was  called  decina  because  assessed  by  ten  officials.  Sometimes 
the  taxes  were  assessed  by  a  different  number  of  officials,  and  they 
received  the  names  of  ventine,  novine,  settine,  etc.  Ibid.,  p.  178.  The 
distinction  between  a  piacente  and  dispiacente  was  as  follows:  Old 
assessment  rolls  were  often  brought  into  requisition.  When  the 
assessor  selected  the  highest  roll,  the  tax  was  "displeasing;"  when 
the  choice  was  left  to  the  tax  payer,  it  was  "pleasing."    Ibid.,  p.  186. 

*The  decima  or  "tenth"  must  not  be  confused  with  the  decina, 
mentioned  in  the  preceding  note. 
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times  the  rates  were  definitely  fixed  according  to  what 
was  called  the  regola  or  norma;  at  other  times  the  whole 
matter  was  left  to  the  discretion  of  the  assessors  and 
hence  known  as  Varbitrio.  In  the  intervals  between  the 
official  valuations  of  the  catasto  the  old  lists  were  often 
taken  out  and  the  individual  assessments  arbitrarily  in- 
creased or  decreased.  The  tax  was  then  known  respec- 
tively as  I'aggravo  or  lo  sgravo.^  Sometimes  the  rate 
of  progression  was  high,  sometimes  it  was  moderate, 
sometimes  low,  according  as  the  whole  scale,  a  half  scale, 
or  a  third  of  a  scale  was  adopted. 

The  history  of  the  Florentine  decitna  scalata  has  been 
utilized  as  a  warning  example  of  the  inherent  evils  of 
progressive  taxation.  It  can  certainly  not  be  denied  that 
the  results  were  disastrous,  that  individuals  were  fre- 
quently reduced  to  beggary,  and  that  forced  sales  of  prop- 
erty in  order  to  pay  the  taxes  were  of  common  occurrence, 
notwithstanding  the  fact  that  as  in  all  early  times  direct 
taxes  were  regarded  as  compulsory  loans  to  the  govern- 
ment, and  that  the  tax  payers  were  inscribed  to  the  extent 
of  the  taxes  as  creditors  of  the  state.  M.  Leon  Say  es- 
pecially waxes  eloquent  over  the  abuses  of  the  progres- 
sive system.®  He  forgets,  however,  that  the  authority 
from  which  he  takes  all  his  facts  expressly  states  that  the 
fault  lay  not  so  much  in  the  graduation  as  in  the  fre- 
quency and  enormous  extent,  of  the  tax.''  Although 
Canestrini  himself  does  not  favor  progressive  taxation, 
he  is  fair-minded  enough  to  say  that  we  must  distinguish 
between  the  progressive  tax  under  modem  conditions  and 

•Canestrini,  op.  cit,  p.  185. 

•Leon  Say,  La  Question  des  Impots,  1886,  i,  chap.  4. 

*  Canestrini,  op,  cit,  p.  204 :  "Inoltre  vuolsi  notare  che  non  era 
precisamente  la  scala  o  la  progressione  dell'  imposta  che  atterriva  e 
rovinava  i  piu  ricchi,  ma  bensi  la  soverchia  frequenza  e  la  intol- 
lerabile  enormezza  delle  imposte." 
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the  abuse  of  the  principle  by  the  Medici  in  mediaeval  Flor- 
ence.® In  fact  we  may  go  further,  and  say  that  the  real 
source  of  the  trouble  was  not  the  fact  of  progression  at 
all,  but  the  utter  arbitrariness  in  the  whole  administration 
of  the  direct  tax.  It  was  the  discretion  left  to  the  officials 
in  levying  the  direct  tax  on  personalty  and  on  income 
which  was  mainly  responsible  for  the  actual  abuses.  It 
is  perhaps  true  that  the  existence  of  the  graduated  scale 
rendered  it  somewhat  easier  for  the  government  to  ruin 
its  adversaries,  and  there  is  no  doubt  that  the  rate  of 
progression  was  at  times  extravagant.  But  it  is  quite 
erroneous  to  assume  that  the  proportional  rate  denoted 
certainty,  while  the  progressive  rate  involved  uncertainty. 
In  both  cases  the  assessments  were  entirely  arbitrary ;  and 
where  the  assessments  are  arbitrary  there  is  practically 
nothing  to  choose  between  proportion  and  progression. 
The  evils  of  progressive  taxation  under  the  later  Medici, 
were  no  worse  than  the  evils  of  proportional  taxation 
under  their  predecessors ;  the  abuses  of  progressive  taxa- 
tion in  Florence  were  not  a  whit  more  glaring  than  the 
abuses  of  proportional  taxation  under  the  later  Roman 
emperors. 

Even  after  the  expulsion  of  the  Medici  the  republic, 
notwithstanding  the  reaction  of  the  first  few  years,  soon 
reintroduced  the  system  of  progressive  taxes  under  the 
stress  of  political  complications.  The  scale  of  graduation 
was  somewhat  reduced  and  some  of  the  abuses  were  rec- 
tified. We  find  the  sccUa  from  1499  to  1506  and  again 
during  the  troubles  of  1529.  But  with  the  capitulation  of 
Florence  in  the  next  year  the  system  of  progressive  taxa- 

•"II  perch^  dagli  economisti  doverebbesi  distinguere  il  principio 
della  scala  e  ia  sua  applicazione  nelle  condizioni  special!  della  Re- 
publica  fiorentina,  e  V  abuso  del  principio  e  della  pratica  di  esso 
per  opera  dei  Medici,  dalla  teorica  e  dalla  sua  attuazione  nelle  pre- 
sent! condizioni  social!  e  politiche  degli  Stat!."    Ibid. 
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tion  came  to  an  end,  with  the  exception  of  a  single  attempt 
to  reintroduce  a  modified  form  of  the  old  system  in 
1710.® 

•Canestrini,  op,  cit.,  p.  307. 
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§  4.     The  Seventeenth  and  Eighteenth  Centuries, 

During  the  seventeenth  century  we  hear  but  little  of 
progressive  taxation.  The  scheme  was  proposed  in  Spain 
in  1676,  where  the  industrials  of  Aragon  suggested  a 
progressive  class  tax  to  the  Cortes  of  Calatayud.^  Dur- 
ing the  eighteenth  century,  however,  the  instances  be- 
come more  frequent,  until  the  revolution  of  1789,  and 
especially  that  of  1848,  gave  the  signal  for  a  far  more 
widespread  application  of  the  principle  during  the  nine- 
teenth century. 

In  the  first  half  of  the  eighteenth  century  there  are 
to  be  noted  a  few  examples  of  progressive  taxation 
levied  on  extraordinary  occasions.  Thus  in  Holland  a 
classified  income  tax  was  imposed  in  1748,  varying  from 
one  to  two  and  a  half  per  cent.^  So  in  1742  the  Elector 
Frederick  Augustus,  of  Saxony,  established  a  progressive 
general  income  tax,  in  six  classes,  with  rates  varying 
from  one  to  eight  per  cent.  The  tax  was  so  arranged 
that  each  increment  of  the  income  paid  a  separate  rate 
according  to  the  class  to  which  that  increment  belonged.' 
The  tax  lasted  imtil  1746,  and  was  replaced  by  a  clas- 

*Colmeiro,  Historia  de  la  Economia  Poliiica  in  Espaiia,  1863,  li, 
p.  576. 

*  Parieu,  Histoire  des  Impdts  Giniraux  sur  la  PropriSti  et  le  Rev- 
enu,  1856,  p.  88,  quoting  from  Engels,  De  Geschiedenis  der  Belastin- 
gen  in  Nederland,  This  tax  can  be  traced  back  to  1715  when  it  was 
imposed  with  slightly  different  rates  and  lasted  for  a  year.  It  was 
levied  again  in  1742,  1745  and  1747.  Cf.  Sickenga,  Geschiedenis  der 
Nederlansche  Belastingen,  1878- 1883. 

"For  instance  an  income  over  25,000  thalers,  the  highest  class, 
would  pay  one  per  cent  for  the  first  1,000,  two  per  cent  for  the  next 
9,000,  three  per  cent  for  the  next  2,000,  four  per  cent  for  the  next 
3,000,  five  per  cent  for  the  next  5,000,  six  per  cent  for  the  next  5,000, 
and  eight  per  cent  for  the  remainder.  Judeich,  Die  Reniensteuer  im 
Konigreiche  Sachsen,  p.  12. 
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sified  poll  tax.  In  Geneva,  on  the  other  hand,  where  the 
extraordinary  property  tax  of  1690  was  levied  on  the  pro- 
gressive principle,  graduation  was  imposed  as  a  perma- 
nent system  in  the  taxe  des  gardes,  which  was  first  levied 
in  1709.  The  rates  were  one-half  of  one  per  cent  for  the 
first  10,000  iois,  and  one  per  cent  for  the  surplus.^ 

During  the  eighteenth  century  the  principle  of  pro- 
gression was  applied  within  somewhat  narrow  limits  to 
other  taxes  besides  those  on  income.  Thus  the  tax  on 
inhabited  houses  in  England,  introduced  by  Lord  North 
in  1778,  provided  for  rates  of  6d,  and  i^.  in  the  pound  re- 
spectively, according  as  the  annual  value  of  the  house  was 
below  or  above  £50.  In  1779  the  scale  was  slightly  al- 
tered, and  the  tax  was  graduated  in  three  classes  at  6d., 
gd.  and  i^  respectively.  Although  the  three  classes  were 
maintained  in  the  following  years,  the  rates  were 
somewhat  changed,  and  in  1808  they  were  fixed  at  i^. 
6d,,  2s.  3(/.  and  2s.  lod.  in  the  pound  respectively.  Minor 
alterations  were  made  during  the  next  two  decades,  until 
the  tax  itself  was  repealed  in  1834.  When  the  tax  was 
reimposed  in  1850  it  was  no  longer  graduated  according 
to  rental  value  but  simply  classified  according  to  the  pur- 
pose for  which  the  building  was  used.*^ 

The  most  important  applications,  however,  of  the  pro- 
gressive principle  during  the  eighteenth  century  are  to  be 
found  in  France,  where,  during  the  revolutionary  period, 
several  attempts  were  made  to  impose  a  progressive  tax. 

When  the  direct  income  taxes  in  France  were  abol- 
ished by  the  Revolution,  an  effort  was  made  in  1791  to 
substitute  for  them  a  so-called  "personal  and  movables 
tax,"  taxe  personelle  et  mobiliire,  levied  in  great  part  on 

*  Schanz,  Die  Steuern  der  Schweus  in  ihrer  Entwickelung  seit  Be- 
ginn  des  igten  Jahrhunderts,  iv,  pp.  195,  196. 

•  Dowell,  History  of  Taxation  and  Taxes  in  England,  iii,  pp.  178- 
192. 
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the  basis  of  house  rent.  The  rental  value  was  regarded 
as  a  rough  presumptive  index  of  the  occupier's  income, 
on  the  assumption  that  the  greater  the  income,  the  smaller 
the  portion  devoted  to  house  rent.  In  order,  therefore, 
to  attain  a  relatively  proportional  rate  on  the  actual  in- 
come, the  scale  of  the  rentals  tax  was  made  progressive. 
The  rate  of  the  tax  was  the  same  in  every  case — five  per 
cent — but  the  houses  were  divided  into  eighteen  classes. 
In  the  lowest  class,  with  a  rental  value  of  100  livres  or 
less,  the  income  was  assumed  to  be  twice  the  rental  value ; 
in  the  next  class,  with  rental  value  to  500  livres,  the  in- 
come was  assumed  to  be  three  times  as  great ;  and  so  on 
until  in  the  eighteenth  class,  comprising  rental  values  of 
12,000  livres,  the  income  was  assumed  to  be  twelve  and  a 
half  times  as  great.  In  other  words,  the  occupier  of  a 
500  franc  apartment  paid  the  five  per  cent  tax  on  2,000 
francs;  the  occupier  of  a  12,000  franc  apartment  paid  the 
tax  on  150,000  francs.'  The  tax,  although  nominally 
progressive  in  character,  was  supposed  to  conform  to  the 
principle  of  real  proportionality;  it  was  progressive  in 
relation  to  house  rent,  but  proportional  to  real  income, 
since  expenditures  for  house  rent  grow,  up  to  a  certain 
point,  faster  than  does  income.  This  is  brought  out 
clearly  in  the  report  of  Representative  De  Fermond,  who 
first  suggested  it.®  The  tax  itself  worked  rather  badly 
and  was  suspended  in  the  year  III. 

■  Stourm,  Les  Finances  de  I'Ancien  Regime  et  la  Rh/olution, 
i,  (1886),  p.  250. 

•"Le  tarif  presente  a  raison  de  la  difference  des  loyers,  une  pro- 
gression croissante;  progression  que  nous  croyons  indispensable, 
parce  qu'il  est  reconnu  que  le  pauvre  preleve  sur  son  revenu  une 
somme  plus  forte  pour  la  depense  de  son  loyer,  et,  comme  c'est 
sur  le  revenu  que  Timposition  doit  porter,  il  est  necessaire  pour 
la  rendre  tou jours  proportionnelle  au  revenu,  qu'en  prenant  pour 
base  de  I'indication  des  facultes  une  nature  de  depense  qui  est  d'au- 
tant  plus  forte  que  le  revenu  est  plus  faible,  la  progression  du  taux 
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This  French  tax  served  in  part  as  the  model  of  the  pro- 
gressive direct  tax  imposed  by  the  federal  government 
of  the  United  States  in  1798.  Secretary  Wolcott's  plan 
for  the  direct  tax  comprised  three  taxes:  on  dwelling- 
houses,  on  slaves  and  on  lands.  He  proposed  in  the  case 
of  houses  a  progressive  tax  with  a  fixed  rate  for  each  class 
of  houses^  Hamilton's  project  was  a  progressive  tax, 
graduated  according  to  the  number  of  the  rooms.  The 
scheme  finally  adopted  was  due  to  Gallatin,  who  suggested 
a  progressive  tax  graded  according  to  market  value.  The 
tax,  however,  differed  from  the  French  tax  of  1791  in  that 
the  progression  attached  not  to  the  coefficient,  but  to  the 
rate  itself.  That  is,  the  houses  were  divided  into  nine 
classes,  the  lowest  class  comprising  houses  of  the  value  of 
from  $100  to  $500,  and  the  upper  limit  of  each  succeeding 
class  being  i,  3,  6,  10,  15,  20,  and  30  thousand  dollars 
selling  value.  The  rate  of  the  tax  varied  from  two  to  ten 
per  mill  respectively.  This  was  the  only  progressive  tax 
ever  levied  by  the  United  States  government  until  the 
period  of  the  Civil  War. 

The  French  rentals  tax  was  therefore  an  instance  of 
ostensible,  rather  than  of  real  progression.  It  was  not 
long,  however,  before  this  experiment  was  followed  by 
examples  of  actual  progression.  This  forms  so  interest- 
ing and  important  a  phase  in  the  history  of  the  subject 
that  we  shall  deal  with  it  in  a  separate  section. 

de  r  imposition  soit  en  raison  inverse  du  rapport  de  cette  nature  de 
depense  avec  le  revenu  sur  lequel  elle  est  prelevee." — Gomel,  His- 
toire  Financiire  de  I'Assemblie  Constituante,  ii  (1897),  P-  33^-  This 
is  also  the  view  of  Mathieu-Bodet,  Les  Finances  Frangaises  de  1870 
d  1878,  ii,  p.  72.  M.  Stourm,  however,  considers  it  a  progressive 
tax.    Op.  cit,  p.  252. 

*  Cf.  the  plan  in  American  State  Papers,  Finance,  i,  p.  589.  Ham- 
ilton's plan  will  be  found  in  his  works  (Ford's  edition),  iii,  p.  53. 
The  plan  actually  adopted  was  that  of  the  act  of  July  14th,  1798. 
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§  5-     The  French  Revolution. 

With  the  progress  of  the  Revolution,  the  radical  senti- 
ment g^ew  stronger,  and  under  the  Convention  various 
efforts  were  made  to  realize  the  progressive  principle.* 

The  first  was  at  the  close  of  1792.  The  various  towns 
had  issued  paper  currency  known  as  "Billets  de  Confi- 
ance,"  which  were  now  made  unnecessary  by  the  new 
national  "Assignats".  A  law  of  November  8,  1792,  pro- 
vided that  this  municipal  paper  issue  be  redeemed  through 
the  proceeds  of  loans  or  taxes.  Cambon,  who  brought 
in  the  Committee  report,  declared  that  the  taxes  ought 
to  be  progressive  and  that  the  principle  should  be  to 
tax  "le  citoyen  riche  infiniment  plus  que  celui  qui  n'a 
qu'une  fortune  mediocre."  He  based  his  contention  on 
the  ground  that  the  chief  advantages  of  these  paper  issues 
had  accrued  to  the  rich.  Another  reason,  not  so  openly 
avowed,  was  that  the  depreciation  of  the  paper  issues  was 
laid  at  the  door  of  the  anti-revolutionary  wealthy  class. 
A  few  weeks  later  the  principle  was  applied  to  Paris, 
which  redeemed  its  issue  by  levying  an  impost  supplemen- 
tary to  the  land  tax  and  the  movables  tax  {contributions 
foncikre  et  mobiHire),  according  to  a  progressive  scale 
ranging  from  i /300th  to  i/6oth  of  the  tax  payers'  in- 
come.^   On  the  same  date  a  somewhat  similar  tax  was 

*  Cf.  two  essays  by  C.  H.  Gomel,  one  entitled  "Ulmpot  Progressif 
et  rimpot  Arbitraire  en  1793,"  in  the  Journal  des  Economistes,  tome 
SO  (1902),  pp.  I  and  161;  the  other  entitled  "Les  Taxes  Revolution- 
naires  sous  la  Convention,"  in  S Sauces  et  Travaux  de  VAcadimie 
des  Sciences  Morales  et  Politiques,  6s^  Annee,  nouv.  Serie,  vol.  64 
(i90S)>  pp.  59-^.  The  article  by  Stourm,  "La  Revolution  et  I'lmpot 
Progressif,"  in  UEconomiste  Frangais  (1899),  P-  664,  is  of  slight 
value. 

*  Gomel,  Histoire  Financiire  de  la  Legislative  et  de  la  Convention, 
i,  (1902),  p.  273. 
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authorized  for  Lyons,  in  order  to  purchase  food  for  the 
people.  One-half  of  the  sum  was  to  be  raised  as  a  pro- 
portional addition  to  the  land  tax,  the  other  half  from  a 
progressive  addition  to  that  part  of  the  "Mobiliere"  which 
was  levied  on  house  rentals.  Since  the  tax  on  house  o'en- 
tals  was  supposed  to  equal  i /300th  part  of  the  presumed 
income,  the  new  additional  tax  was  arranged  in  sixteen 
classes,  so  that  the  lowest  class,  with  a  presumed  income 
of  from  500  to  1,000  livres,  paid  only  a  simple  addi- 
tion, while  the  highest  class  with  a  presumed  income  of 
over  100,000  livres,  paid  an  additional  tax  of  five  times 
the  amount.  Presumed  incomes  under  500  livres  were 
exempted.  The  attempt  of  Mallarme  to  increase  the  ex- 
emption to  1,500  livres  failed  to  secure  the  assent  of  the 
Convention.®  On  December  3  the  same  plan  was  ex- 
tended to  Rouen,  and  on  February  7,  1793,  to  Paris,  pre- 
sumed incomes  under  900  livres  being  in  these  cases  ex- 
empt, and  the  taxables  being  divided  into  fifteen  classes. 
It  was  in  connection  with  this  tax  that  Cambon  made  his 
earnest  plea  for  progression,  regarding  the  scheme  as  "of- 
frant  aux  infortunes  les  secours  qu'ils  reclament,  faisant 
payer  aux  riches  la  protection  que  leur  accorde  la  loi  et 
ne  lesant  que  le  Tresor  public."  The  scheme  was  re- 
peated twice  in  the  next  few  weeks;  first  for  Lyons,  be- 
cause of  the  stoppage  of  the  silk  industry  on  February 
18 ;  and  then  for  Paris,  because  of  the  bread  riots,  on  Feb- 
ruary 23.  In  the  case  of  Lyons  the  progressive  scale  ad- 
vanced from  1/300  to  1/20  of  the  presumed  income.* 
On  January  6,  1793,  Roland,  the  Minister  of  the  In- 
terior, made  a  long  report  in  which  he  proposed  the 
replacement  of  the  contribution  mobilikre  by  a  progressive 

•  Gomel,  op,  cit,  p.  313.  For  a  fuller  scale  see  Andr6  de  Retz  de 
Serviez,  De  Vlmpot  Progressif  dans  VHistoire  en  France  de  1789  d 
1870,  (1904),  p.  83. 

*  Gomel,  op.  cit,  i,  pp.  377-379. 
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income  tax  in  thirty  classes,^  but  it  was  not  adopted  as  the 
Convention  was  not  yet  ready  for  a  general  application  of 
the  progressive  principle.  It  was  not  long,  however,  be- 
fore this  was  accomplished.  On  March  9th  the  Commune 
of  Paris  sent  an  address  to  the  Convention  demanding  a 
war  tax  to  be  levied  on  the  rich.  It  read  as  follows: 
"La  classe  pauvre  a  fait  constamment  les  sacrifices ;  tout, 
jusqu'a  son  sang  a  ete  prodigue  pour  la  liberte.  II  est 
temps  que  le  riche  egoiste  partage  les  charges  que  la 
pauvre  seul  a  supportes.  Nous  demandons  qu'il  soit  im- 
pose sur  cette  classe  d'hommes  une  taxe  de  guerre."  This 
raised  such  enthusiasm  that  it  was  easy  for  the  Jacobin, 
Thuriot,  to  persuade  the  Convention  to  accept,  virtually 
without  further  debate,  the  rfiotion  to  inaugurate  the 
scheme  of  a  war  tax  on  the  rich  and  to  refer  it  to  a  com- 
mittee for  study.®  On  the  next  day  Camot  brought  in 
his  draft  of  a  declaration  of  rights,  the  17th  article  of 
which  contains  in  germ  the  progressive  tax : 

"La  societe  a  le  droit  d'  etablir  les  contributions  qui  sont 
necessaires  au  maintien  de  V  independance  et  de  la  pros- 
perity nationale,  ainsi  que  de  fixer  le  mode  de  leur  percep- 
tion, pourvu  que  ces  contributions  .  .  .  portent 
uniquement  sur  les  portions  superflues  du  revenu  terri- 
torial ou  industriel  de  chacun  des  citoyens,  avant  que  de 
peser  sur  les  besoins  de  premiere  necessite.'' 

On  March  18  Barere  came  out  boldly  for  a  general  pro- 
gressive tax.  "C'est,"  he  said,  "une  institution  infiniment 
juste,  quoique  quelques  personnes  Taient  crue  impossi- 
ble." When  he  proposed  to  have  the  Committee  on  war 
taxes  study  it  further,  one  of  the  members,  Ramel-No- 

*  Archives  parlimentaires,  I*  s^rie,  Ivi,  p.  692.     Cf,  de  Retz  de 
Serviez,  op.  cit,  p.  84. 

•Gomel,  op.  cit,  i  ,pp.  389-390. 

^  Camot,  Correspondence  Ginirale,  edited  by  Charavay,  i,  (1898), 
p.  42. 
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garet,  declared  that  there  was  no  objection  to  apportion- 
ing "les  charges  publiques  d'apres  des  taxes  progressives 
portant  principalement  sur  le  luxe  et  le  superflu  des  riches." 
He  therefore  proposed  the  immediate  adoption  of  a  de- 
cree: "Pour  atteindre  a  une  proportion  plus  exacte  des 
charges  que  chaque  citoyen  doit  supporter  en  raison  de 
ses  facultes,  il  sera  etabli  un  impot  gradue  et  progressif 
sur  le  luxe  et  les  richesses  tant  foncieres  que  mobilieres." 
This  was  adopted  at  once.  Thus  the  Convention  entered 
definitely  upon  the  path  of  progressive  taxation.®  A 
few  days  later,  on  March  23,  Vernier  made  a  report  for 
the  Committee  on  Taxation,  in  the  course  of  which  he 
warmly  defended  the  progressive  principle.^ 

On  account  of  its  importance  the  Minister  of  Finance, 
Qaviere,  had  been  asked  in  the  mean  time  for  his  opinion 
on  this  suggestion.  On  February  ist  he  wrote,  approving 
it  in  the  following  terms:  *TLa  Citoyen  Vernier  propose 
une  contribution  graduelle  sur  les  parties  du  revenu  des 
citoyens  qui  excedent  le  veritable  necessaire.  On  ne  peut 
nier  qu'elle  soit  conforme  aux  meilleurs  principes  sociaux, 
et  si  la  classe  fortunee  se  degage  des  prejuges  de  Tego- 
isme,  elle  s'en  plaindra  d'autant  moins  que  tout  ce  qui  est 
necessaire  au  retablissement  du  credit  lui  est  necessaire  et 
avantageux."^^  But  neither  on  this  day,  nor  on  the  suc- 
ceeding day,  March  26th,  when  Vernier  made  a  supple- 
mentary proposition  in  favor  of  a  progressive  tax,  did  the 
Convention  decide  to  follow  him.  Vernier's  first  plan 
was  to  exempt  as  the  "necessaire  physique"  1,000  livres 
for  each  parent  and  500  livres  for  each  child,  and  to  have 
the  rate  of  taxation  commence  with  2j^  per  cent  and  rise 

■  Gomel,  op,  cit,  i,  pp.  421-2.  As  to  Ramel  and  Barere  see  also  R. 
Stourm,  Bibliographie  Historique  des  Finances  de  la  France  au  Dix- 
HuitUme  Siicle,  1895,  pp.  225-i5. 

•This  will  be  discussed  below  in  Part  II. 

"•  Gomel,  op,  cit,,  i,  p.  431. 
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to  9  per  cent  on  incomes  over  47,000  Hvres.  His  second 
plan  was  to  double  the  exemption,  while  the  rate  of  taxa- 
tion was  to  begin  at  2  per  cent  and  to  rise  until  it  reached 
50  per  cent  on  incomes  of  100,000  livres.^^ 

The  movement  was,  however,  growing.  On  April  27 
and  May  13  the  Convention  approved  of  the  decision  of 
the  Department  of  Herault  to  levy  a  forced  loan  of  five 
millions  on  the  rich,  in  the  shape  of  a  progressive  tax;  and 
on  May  3  it  approved  of  a  similar  forced  loan  of  twelve 
millions  to  be  raised  by  the  Commune  in  Paris.  ^^  In  the 
last  place  the  exemption  was  fixed  at  1,500  livres  for  the 
head  of  the  family,  and  1000  livres  for  every  other  mem- 
ber of  the  family,  while  on  the  surplus  above  this  mini- 
mum, incomes  from  1,000  to  2,000  livres  paid  30  livres: 
those  from  2,000  to  3,000  livres  paid  50  livres,  the  tax 
rising  at  a  rapid  rate,  until  incomes  from  40,000  to 
50,000  livres  paid  20,000  livres,  (or  50  per  cent  of  the 
lower  figure),  while  incomes  over  50,000  livres  paid  100 
per  cent,  i.  e.,  were  subject  to  entire  confiscation.^®  This 
was  evidently  going  as  far  as  it  was  possible  to  do. 

All  this,  however,  was  insignificant  compared  with  the 
national  forced  loan  of  1,000  million  livres.  On  January 
22nd,  the  Convention  decided  that  this  should  be  levied 
only  on  those  having  an  income  of  over  10,000  livres,  if 
married,  or  over  6,000  livres  if  single.  But  on  September 
3-7,  when  the  details  were  adopted,  this  minimum  was 
dropped.  According  to  the  law,  as  finally  enacted,  1,000 
livres  were  exempt  for  each  member  of  the  family  (  ex- 
cept that  married  men  and  widows  with  children  enjoyed 
an  exemption  up  to  1,500  livres)  ;  of  the  surplus  over  the 
exemption  the  first  1,000  livres  were  taxed  10  per  cent, 

"Gomel,  op,  cit.,  pp.  429,  434. 

"/6irf.,  i,  pp.  46s,  483. 

^Ibid.,  1,  p.  468.  De  Retz  de  Serviez,  op,  cit,  errs  in  saying  that 
the  rate  was  only  50  per  cent 
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the  second  thousand  20  per  cent,  and  so  on  until  the  whole 
surplus  over  9,000  Hvres  was  taxed  100  per  cent;  that  is, 
taken  entirely  by  the  State.  ^* 

This  virtual  confiscation  was  so  extreme  that  it  gave 
rise  to  the  greatest  possible  embarrassments  and  com- 
plaints, and  although  the  period  of  collection  was  spread 
over  two  years  it  yielded  only  about  one-fifth  of  the  sum 
that  had  been  anticipated. 

Under  the  Directorate  the  experiment  of  a  forced  loan 
was  repeated  twice.  The  first  project,  which  was  adopted 
by  the  Council  of  Five  Hundred  on  the  isth  Frimaire, 
year  IV,  (December  17, 1795)  and  which  became  law  four 
days  later,  levied  a  forced  loan  of  600  million  livres. 
This  was  arranged  in  sixteen  classes,  the  last  class  com- 
prising all  those  who  possessed  a  capital  of  more  than 
500,000  livres  and  who  were  held  to  pay  from  1,500  to 
6,000  livres,  "according  to  their  faculties."  It  yielded 
only  eight  millions.  Nothing  daunted,  the  Ancients 
adopted  a  similar  scheme  on  the  19th  Thermidor,  year 
VII  (August  6,  1798).  The  forced  loan  of  one  hundred 
millions  was  to  assume  the  form  of  a  supplement  to  the 
real  estate  tax.  Those  assessed  to  this  tax  at  less  than  300 
livres  were  exempt ;  on  assessments  from  300  to  400  livres 
an  addition  of  three-tenths  was  imposed,  the  rate  rising 
gradually  until  on  assessments  from  1,000  to  1,100  Hvres 
the  addition  was  equal  to  the  original  assessment ;  and  on 
assessments  from  3,000  to  4,000  livres  it  was  double  the 
original  assessment.  On  assessments  over  4,000  Hvres 
the  matter  was  left  to  a  jury  with  the  sole  provision  that 
the  real  estate  tax  plus  the  addition  of  the  forced  loan 
was  not  to  exceed  three- fourths  of  the  annual  income.  As 
the  real  estate  tax  was  supposed  to  amount  to  fifteen  per 
cent  of  the  income,  this  means  that  the  supplementary 

"Gomel,  op,  cit,  1,  pp.  114-121. 
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progressive  tax  might  be  400  per  cent  of  the  real  estate 
tax.  But  in  the  case  of  certain  other  individuals  who 
were  supposed  not  to  have  been  taxed  at  a  sufficiently 
high  rate,  the  jury  might  assess  their  entire  income. ^^ 
The  jury  was  composed  of  citizens  not  subject  to  the  tax, 
and  every  tax-payer  was  invited  to  send  in  details  as  to 
the  wealth  of  other  tax  payers. 

This  law  was  passed  only  after  much  discussion  and  ob- 
jection, both^®  in  and  out^''  of  the  legislature ;  and  its  pas- 
sage led  almost  to  a  crisis.  The  arbitrariness  of  the  ad- 
ministration was  so  great  that  the  tax  proved  exceedingly 
unequal  in  its  operation;  the  wealthy  generally  escaped 
and  the  lower  middle  class  as  usual  bore  the  chief  burden. 
The  yield  moreover  was  deplorably  small.  After  two  and 
one-half  months  only  sixty-one  million  livres  out  of  the 
one  hundred  millions  had  been  assessed,  and  of  this  less 
than  half  seemed  possible  of  collection.  In  Paris  out  of 
the  twelve  millions  anticipated,  only  900,000  livres  were 
actually  collected.  Before  the  period  of  collection  ex- 
pired, however,  the  coup  d'Stat  of  the  i8th  Brumaire  took 
place,  a  revolution  to  which  the  attempt  to  levy  this  forced 
loan  had  contributed  not  a  little.^® 

A  few  days  later,  on  November  1 3,  1799,  the  new  Min- 

"  "Le  jury  evaluerait  en  son  ame  et  conscience  la  fortune  de  ceux 
qui  par  leurs  entreprises,  foumitures  ou  speculations  auraient  acquis 
une  fortune  non  suffisament  atteinte  par  la  base  des  contributions." — 
Albert  Vandal,  "Les  Causes  Directes  du  Dix-Huit  Brumaire.  III. 
Impot  Progressif  et  Loi  des  Otages."  Revue  des  Deux  Mondes, 
vol.  159  (1900),  p.  I. 

"A  list  of  the  official  reports  of  committees,  etc.,  for  and  against 
the  progressive  principle  will  be  found  in  Stourm,  Bibliographie 
Historique,  etc,  pp.  296  et  seq, 

"Among  the  chief  protests  were  the  following:  Jolivet,  Petition 
au  Conseil  des  Cinq  Cents  contre  I'Emploi  des  Progressions  dans  les 
Contributions  et  Emprunts  forces.  An.  VII  (1798)  ;  Saint-Aubin, 
Encore  quelques  Reflexions  isolies  sur  VEmprunt  Porci,  Paris,  n.  d. 

"Vandal,  op,  cit.,  p.  11. 
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ister  of  Finance,  Gaudin,  sent  in  a  most  unfavorable  re- 
port containing  this  scathing  passage:  "The  disastrous 
system  of  progressive  taxation,  so  well  disguised  under 
the  name  of  forced  loan,  was  bound  to  produce  the  double 
consequence  of  increasing  the  depreciation  of  property  by 
compromising  the  wealth  of  the  property  owners,  and  of 
depriving  the  industrious  classes  of  their  means  of  sub- 
sistence, which  can  no  longer  be  found  in  their  labor 
when  the  wealth  of  the  property  owner  has  disappeared. 
Such  has  indeed  been  the  result  of  a  law  which  could  not 
but  produce  just  resentment  and  from  which  no  real  in- 
come was  to  be  expected.  It  is  a  matter  for  those  who 
cherish  the  public  credit  to  bring  about  the  speedy  disap- 
pearance from  our  code  of  a  law  which  only  dishonors 

And  Thibault  for  the  commission  reported  in  some- 
what more  measured,  but  equally  unfavorable,  terms:  'T^a 
commission  vous  propose  de  mettre  un  terme  aux  mal- 
heurs  publics  dont  la  cotisation  progressive  admise  pour 
Temprunt  force  est  devenue  la  source  .  .  .  L'expe- 
rience  et  le  raisonnement  concourent  a  demontrer  que  la 
cotisation  progressive  produit  une  f oule  d'effets  nuisibles 
a  la  nation  qui  veut  faire  usage  de  cet  instnmient." 

This  was  for  a  long  time  the  end  of  progressive  taxa- 
tion in  France,  with  the  exception  of  a  very  minor  impost 
on  official  salaries.     The  same  year  which  witnessed  the 

""Le  systeme  desastreux  de  Timpot  progressif,  si  parfaitement 
d^is6  sous  la  denomination  de  Temprunt  forc6,  devait  produire 
le  double  effet  d'aj  outer  k  Tavilissement  des  propriet^s  en  compro- 
mettant  la  fortune  des  propri^taires,  et  de  priver  la  classe  indus- 
trieuse  des  moyens  d'existence,  qu'elle  ne  trouve  plus  dans  son 
travail  lorsque  Taisance  des  proprietaires  a  disparu.  Tel  a  ^e  en 
effet,  I'unique  resultat  d'une  mesure  qui  ne  pouvait  produire  que  de 
justes  m^ontentements  et  de  laquelle  on  ne  devait  attendre  aucune 
ressource.  II  import  au  credit  public  de  faire  disparaitre  prompte- 
ment  au  code  de  notre  legislation  une  loi  qui  le  d^shonore." 
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passage  of  the  last  forced  loan  also  saw  the  enactment 
of  a  tax  on  official  salaries  according  to  a  progressive 
scale.    Salaries  of  600  francs  were  exempt,  while : 

From   600  to  2000  francs  they  paid  i/io 
"      2000  "  3000      "         "        "     1/6 
"      3000  "  4000      "         "       "     i/S 

Over  4,000  francs  they  paid  1/4. 

This  experiment  with  official  salaries  was  repeated  in 
181 6,  and  again  in  183 1.  In  181 6  the  rates  varied  from 
I  per  cent  in  the  first  class  (from  501  to  1,000  francs) 
up  to  30  per  cent  in  the  thirty-third  class  (150,000  to 
300,000  francs).  In  1831  the  rates  varied  from  2  per 
cent  in  the  first  class  (salaries  below  2,000  francs),  up  to 
25  per  cent  in  the  twenty-fourth  class  (salaries  over 
20,000  francs). 2^ 

In  some  of  the  other  countries  of  the  European  con- 
tinent, where  the  French  influence  was  strong,  we  notice 
the  growth  of  a  tendency  toward  the  adoption  of  the  pro- 
gressive principle.  Thus  in  the  Helvetic  Republic  several 
pamphlets  were  written  in  favor  of  adopting  the  French 
theories,^*  and  the  experiment  itself  was  actually  tried  in 
1800,  although  in  a  much  modified  form.  By  the  law  of 
that  year  salaries  were  taxed  at  one  per  cent  and  two  per 
cent  respectively,  according  to  their  amount.  Similar 
laws  were  adopted  in  the  cantons  of  Lucerne  and  Schaff- 
hausen.^^ 

In  most  of  the  continental  countries,  however,  the  oc- 
casional high  progressive  taxes  of  this  period  were  due 
to  the  extraordinary  straits  in  which  the  governments 
found  themselves.  Thus  in  Holland,  in  1796,  the  pro- 
gression was  so  severe  as  to  become  almost  a  confiscation. 
The  rate  of  the  income  tax  varied  from  three  per  cent  to 

*  Cf.  Vautier,  De  Vlmpot  Progressif,  1851,  p.  21. 

"C/.  the  details  in  Schanz,  Die  Steuern  der  Schweis,  i,  p.  9. 

"/friVf.,  i,  p.  III. 
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thirty-seven  and  a  half  per  cent.  Although  this  lasted 
only  a  year,  it  was  followed  in  1798  by  a  progressive  tax, 
ranging  from  four  to  ten  per  cent;  in  1800,  from  two  to 
seven  per  cent;  and  in  1804,  from  one  to  twenty  per 
cent.^*  In  Austria  a  "class"  tax  was  imposed  in  1799, 
and  continued  with  a  few  changes  until  1830,  dividing 
incomes  into  twenty-three  classes,  with  rates  varying  from 
two  and  a  half  to  twenty  per  cent.  In  Baden  the  produce 
and  property  tax  {Erwerbs-  und  Vermogensteuer)  of 
1808-1813  taxed  incomes  at  rates  varying  from  one- 
half  of  one  per  cent  to  six  per  cent ;  while  in  Russia  the 
rate  of  the  extraordinary  property  tax  of  181 2  varied 
from  three  to  five  per  cent.^*  With  a  few  exceptions, 
however,  the  principle  of  progression  was  not  applied  to 
the  regular  taxes  during  the  first  half  of  the  nineteenth 
century.  The  one  important  exception  is  that  of  the 
income  tax  in  England  which  we  shall  now  proceed  to 
study. 

"C/.  E.  van  Voorthuijsen,  De  directe  Belastingen  insonderheid 
die  op  de  Inkomsten.  Bene  staatshuishoudkundige  Proeve,  1848, 
ii,  pp.  193-227. 

"These  examples  may  be  found  in  Parieu,  Histoire  des  Impots 
giniraux  sur  la  ProprUti  et  le  Revenu,  pp.  152-154.  Cf.  also  his 
Traiti  des  Impots,  i,  pp.  442  et  seq. 
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§  6.    England. 

The  scheme  of  the  income  tax  was  first  introduced  in 
England  by  Pitt  in  1798,  in  the  Triple  Assessment.^ 

The  arrangement  in  brief  was  this :  As  to  the  taxpayers 
who  possessed  taxable  carriages,  horses  or  men  ser- 
vants, the  assessment  of  the  previous  year,  if  under  £25, 
was  increased  three  times;  from  £25-30,  three  and  a 
half  times ;  from  £30-40,  four  times ;  from  £40-50,  four 
and  a  half  times,  and  over  £50,  five  times.  As  to  those 
paying  taxes  on  inhabited  houses,  windows,  dogs,  clocks 
or  watches,  the  assessments  of  the  previous  year  were 
altered  or  diminished  as  follows : 

£1   -2    K  ii254-i5 2j4 

2  -3    }i  IS    -ao 3 

3  -5    H  20    -30 3H 

5    -7f^ I  30    -^.. 4 

7J4-IO    ...if4  40    -so 454 

10   -I2j4 2  over  50 5 

As  to  those  paying  taxes  on  lodgings  or  shops  the  as- 
sessment was  changed  as  follows : 

£3   -5  V»    £i2j4-iS ^ 

S  -754 H  IS  -20 1 

754-10  J4     20  -^s .lii 

10  -I2j4 —  }4     25  -30 154 

over  30 2 

The  total  payment  was  so  arranged  that  incomes  under 
£60  were  exempt,  incomes  from  £60-200  paid  from 
one  hundred  and  twentieth  to  one-tenth  of  the  respective 
amounts,  i.  e,,  five-sixths  of  one  per  cent  to  ten  per  cent, 

*  As  the  statements  of  Dowell,  History,  etc.,  ii,  p.  220  and  iii,  p.  87, 
are  very  incomplete  and  partly  inexact  the  oflScial  figures  are  here 
given  as  contained  in  the  First  Report  from  the  Select  Committee 
on  the  Income  and  Property  Tax,  1852,  pp.  1-5,  and  in  the  act  itself, 
Statute  38  George  II,  chap.  16,  "The  Aid  and  G>ntribution  Act" 
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while  all  incomes  over  £200  paid  ten  per  cent.^  Parents 
of  four  to  seven,  eight  to  nine,  and  ten  or  more  children, 
could  claim  ten,  fifteen  and  twenty  per  cent  abatement 
respectively. 

When  Pitt  introduced  his  general  income  tax  in  1799,® 
after  the  comparative  failure  of  the  Triple  Assessment, 
the  same  arrangement  was  retained  as  to  the  total  exemp- 
tion of  £60,  as  well  as  to  the  graduation  between  £60- 
200,  and  the  ten  per  cent  rate  on  all  incomes  over  £200. 
Minor  changes  were  made  in  abatements  allowed  for 
children.  When  the  general  income  tax  was  repealed  and 
the  system  of  schedules  introduced  in  1803,  ^he  system  of 
graduation  was  somewhat  altered.*  £60  were  free  as  be- 
fore ;  from  £60-70  the  rate  was  three  pence  in  the  pound, 
and  the  rate  increased  one  penny  for  every  additional  ten 
pounds  income,  until  £150  was  reached,  above  which  the 
rate  was  uniformly  one  shilling  in  the  pound.  In  1805 
one-quarter  was  added  to  the  rates,  but  the  graduation  in 
the  smaller  incomes  still  proceeded  on  the  same  principle. 
In  1806,  when  the  rate  of  the  tax  was  fixed  at  ten  per 
cent,  the  limit  of  total  exemption  was  decreased  from  £60 

'The  exact  figures  were  as  follows: 
On  incomes  from 

£    60-  65  the  tax  was  not  to  exceed  1/120  oi  the  income. 


65-  70 

70- 75 

75-80 

loo-ios 

105-110 

110-115 

150-155 
155-160 
160-165 
and  so  on  to  over    200 


and  so  on  to 


and  so  on  to 


1/95 
1/70 
1/6S 
1/40 
1/38 
1/36 
1/20 
1/19 
1/18 
i/io 


•"The  Tax  on  Property  and  Employments."  39  George  III,  chap. 

13. 

*  "An  Act  for  granting  a  Contribution  on  the  Profits  arising  from 
Property,  Professions,  Trades  and  Oflfices,"  43  George  III,  chap.  122. 
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to  £50,  while  the  system  of  abatement  was  so  changed 
that  for  every  pound  income  below  £150  one  shiUing  tax 
should  be  deducted.    Thus  at 

£$0  the  charge  was  locw.  The  abatement  was  iooj.  The  tax  was     ox. 

51  "       "        "    102s.      "  "  "      99^.      "      "      "       ss. 

52  "       "        "    104J.      "  "  "     98X.      "     «      "       6s. 

149  "       "        "    298J.      "  "  "       IS.      «     "     "    297*. 

150  "       "        "    300J.      "  "  "       OS.     "     "      "    300*. 

Moreover  the  abatements  were  limited  to  incomes  from 
labor,  and  the  allowance  for  children  was  abolished,  be- 
cause of  the  frauds  practiced. 

The  tax  was  repealed  in  1816.  When  it  was  reintro- 
duced in  1842  the  system  of  graduation  was  not  adopted, 
but  all  incomes  below  £150  were  entirely  exempted.  In 
1853,  however,  the  principle  of  graduation  was  again 
applied,  but  in  a  simplified  form.  The  limit  of  total  ex- 
emption was  changed  to  £100;  on  incomes  from  £100-150 
the  rate  was  5^.  in  the  pound;  on  incomes  above  £150  it 
was  yd.  In  1863  another  change  was  made  by  which  the 
rate  was  made  the  same  on  all  incomes,  but  with  the  pro- 
viso that  incomes  below  a  certain  sum  should  be  absolutely 
exempt,  while  on  incomes  up  to  another  limit  a  definite 
and  unchangeable  amount  should  be  deducted.  This 
principle  still  exists  at  present,  although  the  figures  have 
been  slightly  altered.  Thus  in  1863  ^  ^oo  were  exempt, 
while  on  incomes  between  £100-200  an  abatement  of  £60 
was  made.  In  1873  an  abatement  of  £80  was  allowed  on 
incomes  under  £300.  In  1876  the  limit  of  absolute  ex- 
emption was  again  raised  to  £150,  while  on  incomes  under 
£400  an  abatement  of  £120  was  made. 

In  1894  the  abatements  and  exemptions  were  again 
extended.  On  incomes  between  £160  and  £400  the  abate- 
ment was  raised  from  £120  to  £160,  and  on  incomes 
between  £400  and  £500,  £100  were  now  deducted.     In 
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1898  this  last  abatement  was  increased  to  £150,  and  two 
new  classes  were  added,  so  that  the  arrangement  became 
the  following,  the  limit  of  complete  exemption  remaining 
at  £160: 

On  sums  from  ii6o-£40o  the  abatement  is  £160 
"      "         "      400- 500    "  «  "    ISO 

"      "         "      500-600    «  "  "     120 

"      "         "      600-700    "  "  "      70 

the  full  rate  being  levied  only  on  incomes  of  over  £700. 
This  is  the  system  enforced  at  present;  but  the  move- 
ment for  the  adoption  of  a  more  general  progressive  sys- 
tem has  attained  such  proportions  that  a  select  committee 
was  recently  appointed  to  consider  the  whole  subject.  The 
committee  brought  in  its  report  in  1906.  It  recommended 
an  extension  of  the  limit  of  abatements  to  £1000,^  but 
favored  leaving  the  assessment  of  the  tax  according  to 
schedules,  through  stoppage  at  the  source  as  at  present. 
It  stated,  however,  that  on  incomes  over  £5000  it  was 
practicable  to  introduce  a  system  of  general  progression 
by  levying  what  they  called  a  "super-tax"  assessed 
through  personal  declaration  on  the  income  as  a  whole. 
The  committee  also  recommended  the  introduction  of  the 
principle  of  differentiation  between  earned  and  unearned 


•"Graduation  of  the  income  tax  by  an  extension  of  the  existing 
system  of  abatements  is  practicable.  But  it  could  not  be  applied  to 
all  incomes  from  the  highest  to  the  lowest,  with  satisfactory  results. 
The  limits  of  prudent  extension  would  be  reached  when  a  large 
increase  in  the  rate  of  tax  to  be  collected  at  the  source  was  necessi- 
tated, and  the  total  amount  which  was  collected  in  excess  of  what 
was  ultimately  retained  became  so  large  as  to  cause  serious  inconve- 
nience to  trade  and  commerce  and  to  individual  taxpayers.  Those 
limits  would  not  be  exceeded  by  raising  the  amount  of  income  on 
which  an  abatement  would  be  allowed  to  £1,000  or  even  more."  Re- 
port from  the  Select  Committee  on  Income  Tax;  with  the  Pro- 
ceedings of  the  Committee,  1906,  no.  365,  page  8,  sec.  30,  para- 
graph I. 
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incomes,  stating  it  to  be  their  opinion  that  this  was  prac- 
ticable if  limited  to  earned  incomes  of  not  over  £3000. 
In  the  budget  of  1907  the  principle  of  differentiation  was 
accepted,  and  "earned"  incomes  up  to  £2000  henceforth 
pay  only  25  per  cent  of  the  full  rates.  Up  to  the  present 
time,  however,  (1908)  a  super-tax  scheme  has  not  been 
introduced  by  the  government 

In  England,  therefore,  the  principle  of  graduation  has 
been  applied  to  incomes  only  in  the  sense  of  a  degressive 
tax.  The  general  theory  is  that  of  proportional  taxation, 
but  a  slight  allowance  is  made  through  the  system  of 
abatement  on  the  smallest  incomes. 

At  present,  outside  of  the  degression  in  the  income 
tax,  graduation  is  found  only  in  the  so-called  death  duties 
or  inheritance  tax.  The  old  probate  duty  and  account 
duty  as  changed  in  1881  varied  from  ij4  per  cent  to  3 
per  cent,  while  the  estate  duty  levied  in  1889,  imposed  an 
additional  tax  of  i  per  cent  on  successions  over  £10,000, 
thus  increasing  the  progressive  nature  of  the  charge.  In 
1894,  however,  a  new  estate  duty  was  imposed  to  replace 
these  three  duties.  The  estate  duty  was  graduated  ac- 
cording to  the  following  scale : 

Esutet.  Rates. 

iicx)  to  300 30  sh. 

300  "  500 SO  " 

SOO  "  1,000 2% 

1,000  "      10,000 3% 

10,000  "      25,000 4% 

25,000  "      50,000 454% 

50,000"      75,000 5% 

75,000  "  100,000 s}^% 

100,000  "     150,000 6% 

150,000  "  250,000 6J4% 

250,000  "  500,000 7% 

500,000  "  1,000,000 754% 

Over  1,000,000 8% 
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In  1 90 1  the  estate  tax  on  estates  exceeding  £150,000 
was  increased  as  follows : 

£150,000  to   250,000 7  9b 

250,000  "    500,000 896 

500,000  "    750,000 99fe 

750,000  "  1,000,000 I0<fo 


1,000,000  "  1,500,000 
1,500,000  "  2,000,000 
2,000,000  "  2,500,000  . 
2,500,000  "  3,000,000 
Over  3,000,000 


10%  on  first 
million  and 


'  Ufa' 

1296 

\    13'^ 

14* 

|.S9fc| 

on  re- 
mainder. 


In  addition  to  this  estate  duty  payable  on  the  value  of 
the  estate  as  a  whole,  collateral  heirs  are  still  chargeable 
with  the  legacy  and  succession  duty,  rising  from  3  to  10 
per  cent  according  to  relationship,  and  payable  on  the  dis- 
tributive shares  of  what  remains  after  the  estate  duty  is 
paid.    The  highest  actual  rate  is  thus  about  23  per  cent  J 

As  is  pointed  out  by  the  Select  Committee  of  1906  on 
the  income  tax,  if  the  income  tax  and  the  death  duties 
be  regarded  together  as  a  form  of  the  taxation  of  in- 
comes, there  is  already  a  very  substantial  graduation  of 
taxation  on  incomes  derived  from  large  estates,  and  a 
differentiation  between  large  incomes  derived  from  per- 
sonal exertion  and  those  derived  from  inherited  prop- 
erty.® 

^  Cf.  for  details.  West,  The  Inheritance  Tax,  2nd  ed.,  1908, 
pp.  62-64.  Columbia  University  Series  in  History,  Economics  and 
Public  Law,  vol.  iv,  no.  2. 

■  Report  from  the  Select  Committee  on  the  Income  Tax,  1906,  p.  8. 
The  application  of  the  progressive  principle  to  the  income  tax  in 
England  had  previously  been  discussed  unfavorably  by  G.  H.  Blun- 
don,  "A  Progressive  Income  Tax,"  in  The  Economic  Journal,  v 
(1895),  p.  527. 
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§  7-     Germany. 

In  Germany  the  progressive  principle  has  been  intro- 
duced in  both  commonwealth  and  local  finance,  first  in  the 
income  tax,  then  in  the  inheritance  tax,  and  finally  in  the 
imeamed  increment  taxes.* 

The  most  important  instance  was  until  recently  that  of 
the  Prussian  income  tax.  Originally  instituted  in  1820 
as  a  class  tax,  or  species  of  graduated  poll  tax,  it  was 
divided  in  185 1  into  a  class  tax  and  a  classified  income 
tax.  This  latter  tax  was  so  arranged  that  the  lowest 
income  in  each  class  paid  a  rate  of  three  per  cent.  In 
1873  the  system  was  slightly  modified,  the  rate  in  the 
class  tax  varying  approximately  from  three-quarters  of 
one  per  cent  to  two  and  a  half  per  cent,  while  in  the 
income  tax  the  maximum  was  still  three  per  cent.  Finally, 
in  1 89 1,  the  class  tax  was  abolished  and  the  income  tax 
was  made  somewhat  more  progressive  than  the  class 
tax  had  been.  Incomes  below  900  marks  are  exempt; 
incomes  from  900  to  1050  marks  pay  six  marks  tax, 
i.  e.,  62/100  per  cent  of  the  mean.  The  scale  is  then  so 
fixed  that  the  rate  gradually  rises  until  four  per  cent  is 

*  Cf,  in  general  for  the  income  taxes  Handworterhuch  der  Staats- 
wissenschaften,  3rd  ed.,  1909,  vol.  iii,  where  all  the  latest  details  are 
given.  Cf.  also  Gustav  Schmitt,  Systematisch-Kritische  Darstellung 
der  sur  Zeit  in  Deutschland  und  Oesterreich  bestehenden  allgemein- 
en  Einkomtnensteuergesetse,  1900.  See  also  M.  v.  Heckel,  Die  Fort- 
schritte  der  direkten  Besteuerung  in  den  deutschen  Staaten,  1904,  and 
the  same  author's  Lehrbuch  der  Finanswissenschaft,  i,  1907.  The 
most  recent  and  comprehensive  account  will  be  found  in  the  authori- 
tative official  document  entitled  Denkschriftenband  sur  BegrUndung 
des  Entwurfs  eines  Gesetses  betreffend  Aenderungen  im  Finani- 
wesen.  Band  I,  Das  Finamwesen  der  offentlichen  Korperschaften 
Deutschlands,  1908.  An  account  of  the  German  income  taxes  will 
also  be  found  in  the  British  blue  book,  Reports  from  his  Majesty's 
Representatives  abroad  respecting  Graduated  Income  Taxes  in 
Foreign  States,    Miscellaneous,  no.  2,  1905.    Cd.  2587. 
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reached  at  an  income  of  100,000  marks  ($25,000),  be- 
yond which  point  the  rate  remains  the  same.^  In  1906 
an  amendment  was  adopted  applicable  to  limited  liability 
companies.  Up  to  that  time  corporations  had  been  sub- 
ject to  the  same  scale  of  the  income  tax  as  individuals; 
but  an  income  of  3j4per  cent  on  the  capital  was  in  all  cases 
exempt.  Now  this  exemption  was  removed  in  the  case  of 
limited  liability  companies  which  are  henceforth  taxable 
on  their  entire  income.  The  rates,  however,  are  some- 
what higher,  rising  according  to  the  scale  printed  on  the 
next  page  but  one. 

While  a  few  of  the  smaller  German  commonwealths 
have  a  proportional  income  tax,  almost  all  of  the  income 
taxes  in  the  larger  states  are  arranged  on  the  progressive 
principle,  some  as  in  Prussia,  with  fixed  taxes  for  each 
class  of  income,  others  with  fixed  rates  for  each  class. 
In  almost  every  case,  however,  the  number  of  classes  is 
large,  so  that  the  increase  of  rate  is  very  gradual.  In 
Baden  the  progressive  principle  is  applied  in  a  peculiar 
way  through  what  is  known  as  Steueranschldge,  or  tax- 
able valuations.  For  each  class  of  assessed  income  only 
a  certain  sum  is  taxable,  the  amount  being  only  one-fifth 
of  the  lowest  assessed  income  in  the  first  class  (900-1,000 


*  From  M.  900  to 

1,800  the  tax 

increases  3 

marks  for  every  150 

(t 

1,800" 
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300 
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4,500" 

6,500 
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500 
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Above  1,000,000  marks  the  tax  increases  200  marks  for  each  5,000.  Cf. 
Kolisch,  Das  Einkommensteuergesets  vom  24  Juni,  i8qi,  sum  prak- 
tischen  Gebrauch  bearbeitet,  Glogau,  1893. 
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marks)  and  gradually  increasing  until  when  the  income  is 
25,000  marks,  the  total  assessed  income  is  also  the  total 
taxable  income.  The  rate,  as  fixed  every  year  by  law,  is 
then  levied  on  these  taxable  valuations.  This  system,  it 
will  be  recognized,  is  the  same  as  that  formerly  practiced 
in  the  case  of  the  progressive  direct  tax  in  Athens.  The 
income  tax  was  first  applied  in  Bavaria  in  1899,  and  in 
Wiirtemberg  in  1903 ;  in  Baden  and  Saxony  the  system 
is  somewhat  older,  the  Saxon  law,  however,  having  been 
amended  in  1902,  the  Baden  law  in  1900  and  again  in 
1906. 

In  order  to  bring  out  clearly  the  differences  in  the 
methods  of  graduation,  the  rates  for  the  important  com- 
monwealths which  possess  a  general  income  tax  are  ap- 
pended : 

PRUSSIA  (1891). 

Income,  Marks  Tax,  Marks  Income,  Marks  Tax,  Marks 

900-1050 6      4200-  4500 104 

1050-1200 9      4500-  5000.. 1X8 

1200-1350 12      5000-  5500 132 

I350-I500 16     5500-  6000 146 

6000-  6500 160 

6500-  7000 176 

1800-2100 31      7000-  7500 192 

2100-^2400 36        7500-  8000 212 

2400-2700 44      8000-  8500 232 

2700-3000 52     8500-  9000 252 

3000-3300 60     9000-  9500 276 

3300-3600 70     9500-10500. 300 

3600-3900 80     I0500-II500 330 

3900-4200 92     II500-I2500 360 

and  so  on. 

Up  to   30,500 increase  of   30  for  every  1000  marks. 

"      32,000 "       "     60  "       "     1500 

"      78,000 "       "     80  "       "2000 

"     100,000 "       "   100  "       "     3000 

From  100,000-105,000  marks  the  tax  is  4,000  marks. 
For  every  additional  5,000  marks  the  tax  is  200  marks  more. 
The  Prussian  rate  thus  begins  at  .67  per  cent,  on  $225  and  reaches 
4  per  cent  at  $25,000. 


1500-1650 21 

1650-1800 26 
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PRUSSIA  (1906). 


Tax,  Marks. 


.  66 
.   76 

.  86 
.  96 
.112 
.133 
.148 
.164 
.180 


TAX  ON  LIMITED  LIABILITY  COMPANIES. 
Income,  Marks.  Tax,  Marks.  lacome,  Marks. 

From 

900-1050 7     3000-3300 

1050-1200 10    3300-3600 

1200-1350 14    3600-3900 

1350-1500 18    3900-4200 

1500-1650 24    4200-4500 

1650-1800 30    4500-5000 

1800-2100. 36    5000-5500 ^.,, 

2100-2400 42     5500-6000 

2400-^00 48    6000-6500 

2700-3000 56  and  so  on. 

Up  to  m.    9,500  the  tax  increases  m.  2o  for  every    500  marks 
46,500       "  "  40    "      "      1,000      " 

48,000       "  "  60    "      "      1,500      " 

100,000       "  "  100    "      "     2,000      " 

On  incomes  from  m.  100,000  to  104,000  the  tax  is  m.  4600  and 
increases  by  m.  180  for  every  additional  m.  4000.' 

The  rate  therefore  begins  at  .78%  on  $225,  and  rises  to  4.6%  on 
$25,000. 

BAVARIA  (1899). 

Income,  Marks.  Tax,  Marks. 

o-  500 ^ 

500-  750 I 

750-  900 2 


900-1050. 
IO50-I2OO. 
I2OO-I4OO. 
I4OO-160O. 
160O-180O. 
1800-2000. 
2000-2200. 
2200-2400. 
2400^700. 
2700-3000. 
3000-3400. 
3400-3800. 
3800-4200. 


.  3 
.  4 
.  5 
.  6 
.  8 
.10 
.12 

.15 
.18 
.22 
.26 
.30 
.35 


Income,  Marks.  Tax,  Marks. 

4200-4600 40 

4600-  5000 45 

5000-  5500 50 

5500-6000 57 

6000-  6500 64 

6500-  7000 72 

7000-  7500 80 

7500-  8000 90 

8000-  8500 100 

8500-  9000 112 

9000-  9500 124 

9500-10000 136 

loooo-iiooo 150 

II00O-I2O0O. 165 

I2000-I3000 180 

I3OOO-I4OOO 200 

and  so  on. 


•The  new  law  will  be  found  in  Schanz,  Finans  Archiv,  vol  xxiii 
(1906),  pp.  582  et  seq. 
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yp  to  22,000  an  increase  of  20  m.  for  every  1,000  marks 
"      34,000      "  "     30         "       "     1,000      " 

"      41,000      "  "     40         "       "     1,000      " 

"      50,000      "  "     50         "       "     1,000     " 

Above  50,000  m.  the  tax  remains  at  3%.* 

WURTEMBERG  (1903). 
The  Wurtemberg  law  of  1903  is  arranged  in  96  classes.    As  these 
would  be  too  bulky  to  print  entire,  we  add  only  a  few  of  the  typical 
lower  classes : 

Class.  Income,  Marks.  Taz«  Marks. 

1 500-      650 2 

10 1,850-  2,000 18 

20 3,350-3,500 53 

30 4350-  5,000 121 

40 63oo-  7,000 204 

50 9,700-10,000 340 

60 14,500-15,000 549 

70 24,000-25,000 956 

75 29,000-30,000 117s 

Above  30,000  marks  the  rate  of  tax  is  as  follows : 

76 ; 30,000-  35,000 4% 

80 50,000-  55,000 4.20% 

85 90,000-100,000 445% 

90 140,000-150,000 4.70% 

95 190,000-200,000 4.95% 

96 200,000  and  over 5%' 

BADEN  (1906). 

Income,  Marks.  Steueranschlag  (Valuation) 

Marks. 
900-1000 200 

looo-iioo 250 

II0O-I200 300 

and  so  on. 

2000-2100 750 

2100-2200 825 

and  so  on. 

3000-3100 1500 

3100-3200 1600 

and  so  on  up  to  10,000  marks. 

•Details  will  be  found  in  Schanz,  Finans  Archiv,  xvii   (1900), 

p.  773. 

•The  law  is  printed  in  Schanz,  Finam  Archiv,  xxi,  (1904),  pp.  115 
et  seq. 
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On  incomes  from  10,000  to  20,000  m.  the  first  10,000  m.  are  valued 
at  9,000  marks,  and  every  500  marks  additional  is  valued  at  the 
full  amount. 

On  incomes  from  20,000  m.  to  25,000  m.  every  500  m.  is  valued 
at  the  full  amount 

On  incomes  over  25,000  m.  every  1,000  m.  is  valued  at  the  full 
amount/ 


SAXONY  (1902). 


locoroe,  llCarks. 


Tax,  Marks. 


Income,  Marks. 


Tax,  Marks. 


400-  500 I 

500-  600 2 

6qo~  700 3 

70a-  800 4 

800-  950. 7 

950-1 100 10 

IIOO-I250 13 

I25O-I4OO 16 

I4OO-160O 20 

160O-I9OO 26 

I900-<2200 36 

2200-2500 46 

2500-2800 56 

2800-3100 0; 

3100-3400 78 


34<x>-  3700 90 

3700-  4000 105 

4000-  4300 120 

4300-  4800 140 

4800-  5300 160 

5300-  5800 180 

5800-  6300 200 

630a-  6800 221 

6800-  7300 242 

7300-  7800 263 

7800-  8300 285 

8300-  8800 307 

88o(>-  9400 330 

9400-10000 354 

loooo-iiooo 380 

and  so  on. 


Up  to  20,000  marks  the  tax  rises  40  m.  for  each  1,000  marks. 
"    34,000      "        "     "      "     45        "       "     1,000      " 
"    73,000      "        "     "       "     50        "       "     1,000      " 
"  100,000      "        "     "       "     60        "       "     1,000      " 

Over  100,000  marks  the  rate  remains  at  5%.^ 

The  principle  of  graduation  has  been  applied  in  Ger- 
many also  to  the  local  income  taxes.     In  Prussia,  for 

•The  rates  in  Baden  were  slightly  altered  in  1894  and  again  in 
1900  and  1906.  For  the  1894  rates  see  Schanz,  Finans  Archiv,  xii, 
(1895),  p.  173.  The  figures  in  the  text  are  for  the  new  law  of  1906, 
Fmans  Archiv,  xxiv,  (1907),  p  .153.  For  the  earlier  history  see  Max 
Voigtel,  Die  direkten  Stoats-  und  Gemeindesteuern  im  Grosshersog- 
tum  Baden,  1903. 

*The  law  of  1902  will  be  found  in  full  in  Schanz,  Finans  Archiv, 
XX  (1903),  pp.  258,  279.  The  earlier  law  of  1894  will  be  found  ibid. 
xii,  (1895),  p.  191. 
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example,  we  find  such  graduated  local  taxes  running  up 
to  as  high  as  ten  or  twelve  per  cent  of  the  income.® 

The  German  state  income  taxes  ought,  therefore, 
really  to  be  called  degressive  rather  than  progressive 
taxes,  the  normal  rate  which  is  usually  reached  at  in- 
comes of  100,000  marks  being  four  per  cent  in  Prussia 
and  Hesse,  and  five  per  cent  in  Saxony  and  Wurtem- 
berg.  The  highest  rates  in  any  of  the  German  states  are 
found  in  the  old  Hansa  towns,  where  they  reach  the  fig- 
ure of  eight  per  cent.  In  these  cases,  however,  it  must 
be  remembered  that  the  tax  includes  local  as  well  as  state 
imposts. 

Recent  years  have  witnessed  the  application  of  the  pro- 
gressive principle  to  inheritance  taxes  also.  The  move- 
ment began  in  Baden  in  1899,  spread  to  Hamburg  and 
Liibeck  in  1903,  to  Bremen  in  1904,  and  to  Anhalt  and 
Reuss  (younger  line)  in  1905.  In  1906,  however,  a  pro- 
gressive inheritance  tax  was  adopted  for  the  entire  Ger- 
man empire.  The  basic  rates,  arranged  according  to  rela- 
tionship, are  as  follows: 

Per  Cent. 

Children  and  other  direct  descendants exempt 

Parents,  brothers  and  sisters  and  their  children 4 

Grandparents,  parents-in-law,  step-parents,  children- 
in-Iaw    and    step-children,    grand    nephews    and 

nieces  and  adopted  children 6 

Brothers  and  sisters  of  parents  and  relatives  by 
marriage  in  the  second  degree,  in  collateral  lines      8 

All  other  cases  10 

Inheritances  under  500  marks exempt 

And  in  the  case  of  parents,  grandparents  and  adopt- 
ed children,  10,000  marks exempt 

■  Cf.  the  details  for  each  town  during  the  seventies  in  Neumann, 
Die  progressive  Einkommensteuer  im  Stoats-  und  Gemeinde-Haus- 
halt,  pp.  1 14-125.  For  later  details  see  the  literature  mentioned 
on  p.  46. 
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Per  Cent. 

Over  20,000  marks  (or  in  the  first  4%  class  over 
50,000  marks)  the  rates  are  increased  i/io  for 
each  further  sum,  at  first  of  20,000  or  25,000 
marks,  and  afterwards  of  50,000  or  100,000  marks. 

On  inheritances  over  1,000,000  marks  or  more  the 
rate  is  2j^  times  the  basic  rate,  making  the  maxi- 
mum charge  25% 

The  progressive  rates  apply  to  the  entire  amount  of  the 
inheritance,  and  not,  as  in  France,  only  to  the  respective 
fractions.®  Germany  thus  now  enjoys  the  distinction 
of  having  the  highest  maximum  that  is  found  in  any  of 
the  leading  European  countries.  In  the  project  presented 
to  the  Reichstag  at  the  end  of  1908  it  is  proposed  to 
raise  these  high  figures  to  a  still  higher  level. 

The  progressive  principle  has  still  more  recently  been 
applied  in  Germany  in  connection  with  the  tax  on  the  tm- 
earned  increment,  or  increased  selling  value  of  land 
(  Wertzuwachssteuer),^^ 

The  unearned  increment  tax  was  introduced  in  Cologne 
in  1905,  and  has  now  spread  to  a  number  of  towns,  more 
especially  Frankfurt  a/M,  Dortmund,  Essen,  Gelsen- 
kirchen,  Hanau,  Liegnitz,  and  to  some  of  the  suburbs  of 
Leipsic  and  Berlin.  The  character  of  the  progressive 
rates  may  be  illustrated  by  the  system  in  force  in  Cologne. 
The  increase  of  value  on  which  the  tax  is  payable  is  inter- 
preted to  mean  the  difference  between  the  last  price  paid 
for  the  property  at  any  sale  and  the  pfesent  price.  To  the 
last  price  paid,  however,  are  to  be  added,  (a)  in  the  case 
of  unimproved  land,  interest,  not  compounded,  at  the  rate 

•See  Schanz,  Finans  Archiv,  xxiii,  (1906),  p.  784;  also  West,  The 
Inheritance  Tax,  2nd  Edition,  (1908),  pp.  35,  36. 

**C/.  K.  Kumpmann,  Die  Wertsuwachssteuer,  1907;  R.  Brun- 
huber.  Die  Wertsuwachssteuer,  1906 ;  A.  Wagner,  Zur  Rechtfertigung 
der  Zuwachssteuer,  1906;  Boldt,  Die  Wertsuwachssteuer,  1908; 
Damaschke,  Jahrhuch  der  Bodenreform,  passim;  R.  C.  Brooks,  "The 
New  Unearned  Increment  Taxes  in  Germany,"  Yale  Review,  xvi, 
(1907),  pp.  237,  et  seq. 
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of  four  per  cent  from  the  time  of  the  last  sale  to  the  pres- 
ent sale ;  (b)  expenditures  incurred  for  the  improvement 
of  the  land  and  costs  of  new  buildings  or  re-buildings; 
(c)  five  per  cent  of  the  last  price  to  represent  stamp  tax, 
transfer  tax,  and  certain  fees.  If  certain  parcels  of  the 
whole  tract  have  been  sold  at  a  loss,  the  loss  may  be  de- 
ducted provided  that  the  losing  sales  occurred  at  the  same 
time  as  the  profitable  sales,  or  within  a  period  of  three 
years  previous.  With  these  limitations,  the  rates  are  as 
follows : 

An  increase  of  value  of  lo  per  cent  or  less  is  exempt 
An  increase  of  value  in  excess  of  ten  per  cent  is  taxed 
at  the  following  rates : 

locrease  of  value  in 

exceM  of  xo^.  Tax  rate  (%). 

10-20 10 

20-30 II 

30-40 12 

and  so  on. 

The  rate  of  tax  increases  one  per  cent  for  each  ten  per 
cent  increase  of  value,  up  to  a  rate  of  twenty-five  per  cent 
on  an  increase  of  value  in  excess  of  160  per  cent. 

These  rates,  however,  are  applied  only  in  case  less  than 
five  years  have  elapsed  since  the  last  sale.  If  more  than 
five,  and  less  than  ten  years  have  elapsed,  only  two-thirds 
of  the  above  rates  are  applied;  if  more  than  ten  years, 
only  one-third. 

In  the  other  towns,  the  initial  rate  and  the  rate  of  pro- 
gression vary  considerably.  In  some  cases  the  minimum 
rate  is  only  three  per  cent  and  in  others  five  per  cent.  The 
rate  of  progression  varies  from  one  per  cent  tax  for  each 
ten  per  cent  increase  of  value,  as  in  Cologne,  up  to  ten  per 
cent  tax  for  each  five  per  cent  increase  of  value.  The 
maximum  limits  vary  still  more  widely.  In  Paderbom, 
Dortmund,  Essen  and  Hanau  the  highest  rate  of  tax  is 
fifteen  per  cent  in  case  of  an  increase  of  value  over  75, 
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80,  140  and  200  per  cent  respectively.  In  Frankfort  the 
maximiun  is  twenty-five  per  cent  tax  where  the  increase 
of  value  is  over  130  per  cent.  Gelsenkirchen  has  the 
highest  maximum  with  a  rate  of  thirty  per  cent  where  the 
increase  in  value  is  over  155  per  cent. 

The  results  of  this  experiment  with  the  progressive  tax- 
ation of  the  imeamed  increment  of  urban  land  will  be 
watched  with  interest.  Thus  far  the  yield  has  been  on  the 
whole  insignificant. 

A  study  of  progressive  taxation  in  Germany  would  not 
be  complete  without  reference  to  the  so-called  Staffel- 
steuem  or  graduated  taxes  on  spirituous  and  malt 
liquors.*^ 

The  tax  on  alcoholic  liquors  (Branntweinsteuer)  be- 
came in  1887  an  imperial  tax  on  distilleries  (Brennsteuer) 
with  two  separate  graduated  scales  which  were  merged 
by  the  law  of  1902  into  a  single  scale.  According  to  this 
act,  the  tax  begins  with  a  production  of  200  hectolitres 
of  pure  alcohol  when  the  rate  is  two  marks  per  hectolitre. 
From  200  to  400  hectolitres  the  tax  increases  by  half  a 
mark  for  every  additional  100  hectolitres;  above  400 
hectolitres  it  increases  by  half  a  mark  for  every  addi- 
tional 200  hectolitres,  until  it  reaches  a  maximum  of  six 
and  a  half  marks  for  1800  hectolitres. 

The  tax  on  malt  liquors  (Brausteuer)  is  not  an  impe- 
rial tax.  But  apart  from  the  separate  beer  taxes  in 
Bavaria,  Wiirtemberg  and  Baden,  most  of  the  other  Ger- 
man states  have  formed  a  North  German  Union  (Nord- 
deutsche  Brausteuergemeinschaft)  which  adopted  in  1906 
a  general  law  on  the  subject.*^    According  to  this  act  the 

"For  a  general  discussion  of  these  taxes,  see  Josef  Dierschke, 
Progressive  Besteuerung  des  Grossbetriebes  bet  einigen  Verbrauch- 
steuern,  1903,  and  Q6ment  Charpentier,  La  Progression  dans  les 
Impots  Indirects  en  Allentagne,  1908. 

"  See  especially  E,  Stnive,  Zur  Frage  der  Brausteuerstaffelung  in 
der  nord'deutschen  Brausteuergemeinschaft,  1906. 
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tax  is  graduated  according  to  the  amount  of  raw  materials 
employed.  Breweries  using  during  the  fiscal  period  250 
metric  quintals  or  less,  pay  4  marks.  Above  that  limit  the 
tax  is  as  follows : 

Qniaudt  Tax  per  Hectolitre,  in  marks 

250-    500 4.50 

500-1,000 Soo 

1,000-2,000 550 

2,000-3,000 6.22 

3,000-4,000 7.00 

4,000-5,000 8.00 

5,000-6,000 9.00 

Over  6,000 10.00 

In  Bavaria,  according  to  the  law  of  1888,  the  general 
rate  is  six  marks  per  hectolitre.  But  breweries  using  less 
than  6,000  hectolitres  of  malt  pay  only  five  marics  per  hec- 
tolitre for  the  first  2,000.  If  they  use  more  than  10,000 
hectolitres  the  rate  increases  by  a  quarter  of  a  mark  per 
hectolitre  for  the  next  30,000  hectolitres,  and  by  half  a 
mark  per  hectolitre  for  everything  above  40,000  hecto- 
litres. 

In  Wiirtemberg  graduation  was  introduced  in  1893. 
In  1900  the  rates  were  changed  as  follows:  The  normal 
tax  is  five  marks  per  quintal  of  malt  used.  Up  to  1000 
quintals,  however,  the  tax  is  fixed  at  70  per  cent  of  the 
normal  rate,  for  the  next  1000  quintals  at  80  per  cent,  for 
the  next  3000  quintals  at  100  per  cent,  for  the  next  4000 
quintals  at  no  per  cent,  for  the  next  10,000  quintals  at 
120  per  cent. 

In  Baden  the  progressive  rate  dates  from  1896.  For 
a  production  up  to  1500  quintals  of  malt  the  tax  is  eight 
marks  for  the  first  250  quintals,  and  10  marks  for  the 
remainder;  from  1500  to  5000  quintals  the  rate  is  eleven 
marks,  and  above  5000  quintals  the  tax  is  twelve  marks. 

The  system  of  graduation  was  also  applied  in  Germany 
to  the  sugar  tax  in  1896.    But  as  a  consequence  of  the 
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abolition  of  sugar  bounties  by  the  Brussels  Convention 
the  entire  system  of  sugar  taxes  was  abandoned  in  1903. 

It  will  be  seen  from  the  above  that  the  German  system 
of  progressive  indirect  taxes  on  liquors  has  for  its  object 
the  desire  to  protect  the  small  producer  against  the  com- 
petition of  his  larger  rival.  Much  the  same  end  was 
sought  to  be  achieved  by  the  progressive  tax  on  depart- 
ment stores  (Waarenhaussteuer) ,  which  is  found  in  sev- 
eral of  the  German  states,  and  which  is  graduated  accord- 
ing to  the  amount  of  sales  (  Umsatzsteuer) . 

In  Prussia  this  tax  dates  from  1900.  The  tax  begins 
at  the  rate  of  one  per  cent,  when  the  sales  amount  to  400,- 
000  marks,  and  increases  slowly  until  it  reaches  two  per 
cent  at  1,000,000  marks.  In  Bavaria,  according  to  the 
law  of  1899  the  range  of  the  tax  is  greater,  varying  from 
one-half  of  one  per  cent  to  three  per  cent.  In  Baden,  ac- 
cording to  the  law  of  1904,  the  graduation  is  considerably 
more  marked.  The  rate  begins  at  two  per  mill  for  sales 
of  200,000  marks,  and  increases  one  per  mill  for  each  suc- 
ceeding 200,000  marks  up  to  1,000,000  marks.  Above 
that  the  rate  increases  one  per  mill  for  each  successive 
100,000  marks  until  it  reaches  ten  per  cent.^^.  The  pro- 
tection of  the  small  shop  keeper,  which  was  the  avowed 
aim  of  this  progressive  tax,  in  pursuance  of  the  famous 
middle-class  policy  (Mittelstandspolitik) ,  has,  however, 
not  been  achieved.** 


*"For  details  of  the  various  German  laws  see  v.  Heckel,  Lehrbuch 
der  Finanswissenschaft,  i,  1907,  pp.  306-308. 

"  Cf.  Hans  Gehrig,  Die  Waarenhaussteuer  in  Preussen:  ein  Beitrag 
sur  Mittelstandspolitik,  1905.  Dr.  Gehrig  declares  the  tax  to  have 
been  a  complete  failure,  and  sees  in  the  entire  episode  only  another 
instance  of  the  futility  of  seeking  to  check  by  government  measures, 
and  especially  by  any  system  of  taxation,  a  natural  economic 
evolution. 
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§  8.    Austria. 

In  Austria  the  income  tax  is  levied  partly  on  the  pro- 
gressive principle.  The  tax  dates  from  1849,  ^^^  ^^^is 
been  somewhat  amended  several  times  since,  especially  in 
1868.  According  to  the  law  of  that  date  there  were  sev- 
eral schedules,  to  each  of  which  a  different  rate  of  pro- 
gression was  applicable.  The  first  schedule  included  in- 
comes from  business  already  subjected  to  the  business 
tax;  the  second  schedule  comprised  other  incomes  from 
personal  exertions;  the  third  schedule  included  incomes 
from  loans,  etc.  In  the  first  schedule  the  tax  was  origi- 
nally a  proportional  tax  of  five  per  cent,  but  the  succes- 
sive amendments  imposed  additional  increments  on  cer- 
tain classes,  while  adding  smaller  increments  to  other 
classes.  The  result  was  a  progressive  scale.  In  the  case 
of  certain  associations  and  corporations  falling  within 
this  schedule  the  progression  was  very  rapid,  ranging 
from  two  and  a  half  to  almost  ten  per  cent  The  law^ 
declared  that  when  the  income  exceeded  three  hundred 
g^den,  the  first  additional  thousand  gulden  should  be 
assessed  at  three-tenths  of  the  amount,  the  second  thou- 

*Thus: 

Income,  AsMMmeat,  Tax  Rate,  Tax,       RAte  of  Inoome 

Gulden.  Gulden.  percent.  Gulden.  perooit. 

1,000 300 as 25.S 2.55 

2,000 800 10    80    4 

3,000 1,800 10  180  6 

4»ooo 2,800 10  280  7 

6,000 4,800 10  480  8 

8,000 6,800 10  680  as 

12,000 10,800 10  1,080  9 

30,000 28300 10  2,880  9.6 

100,000 98,800 10  9,880  9.88 

1,000,000 998300 10  99,880  9,988 

Cf,  E.  von  Furth,  Die  Einkommensteuer  in  Oesterreich  und  ihre 
Reform,  1892,  p.  46. 
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sand  gulden  at  five-tenths,  and  the  remainder  at  its  full 
value. 

In  the  second  schedule  the  progressive  principle  was  in- 
troduced already  in  1849.  From  630  to  1,050  g^den  (600 
to  1,000,  old  standard)  the  rate  was  one  per  cent,  then 
rising  one  per  cent  for  each  1,050  (old  standard,  1,000) 
gulden  until  a  maximum  of  ten  per  cent  was  reached. 
Owing  to  certain  additions  (Zuschlage),  which  varied 
from  seventy  to  one  hundred  per  cent  in  the  different 
classes,  the  rates  were  from  one  and  seven-tenths  per 
cent  to  almost  twenty  per  cent  of  the  income.^  This 
seems  an  extravagantly  high  rate.     In  the  third  sched- 

'The  exact  figures  are: 

Income,  Tax,  Rate, 

Golden.  Gulden.  per  cent. 

Under  630 o  o 

630 10.71 1.7 

1,050 17.85 1.7 

1,275 25.52 2 

1,995 49.98 2.5 

2,100 63  3 

3,150 126  4 

4,200 210  5 

5,250 315  6 

6,300 441  7 

7,350 588  8 

8,500 756  9 

9450 945  10 

10,500 1,155  " 

12,600 1,575  12.5 

15,750 2^5  14 

18,900 2,835  15 

23,625 3,780  ...16 

31,500 5,355  17 

47,250 8,505  18 

94,500 17,955  19 

1,050,000 209,055  19.91 

10,500,000 2,099,055     19-991 

Cf.  Furth,  op.  ciU,  p.  47- 
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ule,  there  was  not  so  much  a  progression  as  a  differentia- 
tion of  the  tax. 

In  1896  the  system  was  again  changed.  The  third 
schedule  of  the  income  tax  was  abolished  and  was  con- 
verted into  an  independent  tax  on  the  income  of  capital 
(Kapitalrentensteuer)  with  the  rates  from  one  and  one- 
half  to  ten  per  cent.  The  other  two  schedules  were  con- 
solidated into  a  general  income  and  salary  tax  (Personal- 
einkommenr  und  Besoldungssteuer) ,  arranged  according 
to  a  graduated  scale.  Incomes  under  48,000  florins  are 
arranged  in  sixty-five  classes.  Typical  classes,  with  the 
tax  thereon,  are  as  follows : 

Claas.                          Income,  florins.                        Tnx,  florim* 
1 600-      625 3.60 

10 950-  1,000 9.20 

20 1,900-  2,000 30 

30 4,200-  4,600 lOI 

40 9,000-  9,500 272 

50 18,000-19,000 670 

60 36,000-38,000 1,390 

65 46,000-^48,000 1,860 

and  so  on. 

Up  to  100,000  florins  there  is  an  increase  of  100  fl. 
for  every  2,000.  From  100,000  to  105,000  fl.  the  tax  is 
4650  fl.  On  incomes  over  105,000  fl.  there  is  an  increase 
of  250  fl.  for  every  5,000  fl. :  that  is,  at  the  rate  of  five 
per  cent.* 

There  is  a  supplementary  tax  on  higher  salaries,  be- 
ginning at  the  rate  of  0.4  per  cent  on  salaries  of  3,200  fl. 
and  rising  to  6  per  cent  on  salaries  over  15,000  fl. 

The  progressive  scheme  has  also  been  applied  to  in- 
heritance taxes  for  local  purposes.     Thus  in  lower  Aus- 

•Schanz,  Finans  Archiv,  xiv  (1897),  P-  167.  See  also  R.  Sieg- 
hart,  "The  Reform  of  Direct  Taxation  in  Austria,"  Economic  Jour- 
nal, viii  (1898),  p.  173. 
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tria  and  in  Vienna  we  find  light  progressive  inheritance 
taxes  imposed  for  special  purposes.  In  lower  Austria 
it  is  a  school  tax,  beginning  at  one-quarter  of  one  per  cent 
for  sums  under  1,000  fl.,  and  in  Vienna  it  is  levied  for  the 
hospital  fund.* 


^Journal  for  the  Society  of  Comparative  Legislation,  vol.  v,  p.  26. 
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§  9-     Switzerland. 

More  interesting,  because  more  distinctly  due  to  the 
growth  of  democratic  impulses,  are  the  progressive  in- 
come and  property  taxes  in  Switzerland.^  Here  pro- 
gressive taxation  is  of  recent  date.  It  is  indeed  true  that 
after  the  revolutionary  movements  of  1830  and  1848, 
when  the  Swiss  were  b^inning  to  realize  the  inadequacy 
of  the  general  property  tax  and  were  endeavoring  to  sup- 
plement it  with  an  income  tax  derived  from  other  sources 
than  property,  the  income  tax  was  made  degressive,  gen- 
erally sharply  degressive.  This  was  the  case  in  Zurich 
in  1832,  where  on  incomes  below  eight  thousand  francs 
the  rate  descended  from  two  and  a  half  per  cent  to  one- 

*An  article  by  Prof.  Gustave  Cohn,  "Income  and  Property  Taxes 
in  Switzerland,"  in  Political  Science  Quarterly,  iv  (1889),  p.  37, 
draws  some  general  conclusions  from  the  experience  of  Zurich.  The 
article  by  Mr.  R.  H.  Inglis  Palgrave,  "Progressive  Taxation  as 
levied  in  Switzerland,"  in  Journal  of  the  Royal  Statistical  Society, 
li  (1888),  p.  225,  deals  especially  with  the  cantons  of  Basebtadt,  Vand 
and  Uri.  The  English  blue  book  Report  on  the  different  Systems 
of  Graduated  Taxation  in  force  in  Switzerland,  (1892),  deals  with 
five  cantons  only:  Vaud,  Ztirich,  Geneva,  Orisons  and  Uri.  The 
later  report  of  1905  on  graduated  income  taxes,  quoted  above,  p.  46, 
includes  all  the  cantons.  For  complete  and  detailed  information  for 
the  whole  of  Switzerland  students  must  turn  to  Georg  Schanz,  Die 
Steuern  der  Schweis  in  ihrer  Entwickelung  seit  Beginn  des  19 
Jahrhunderts,  five  volumes  (1890).  Vol.  i  gives  a  general  survey  in 
pages  110-114,  and  the  tables  of  progression  for  each  canton  in 
pages  367-379,  while  the  details  of  the  development  will  be  found 
in  volumes  ii,  iii  and  iv,  and  the  laws  themselves  in  vol.  v.  In  the 
Quarterly  Journal  of  Economics,  i,  225,  may  be  found  the  text  of  the 
law  of  1886,  imposing  the  progressive  property  tax  in  the  canton  of 
Vaud.  A  good  account  may  also  be  found  in  Max  de  C^renviUe, 
Les  Impots  en  Suisse,  1898.  In  the  interval  between  Schanz  and 
C6renville  there  were  but  few  important  changes  in  the  progressive 
taxes.  Since  1898  the  changes  have  been  still  fewer.  C/.  also  the 
semi-official  work  of  Dr.  J.  Steiger,  Grandsuge  des  Finanshaushaltes 
der  Kantone  und  Gemeinden,  Herausgegeben  unter  Mitwirkung 
des  eidgenossischen  statistischen  Bureaus  und  Kantonaler  Behorden. 
Bern,  1903. 
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fiftieth  of  one  per  cent.^  The  same  is  true  of  St.  Gallen 
in  1832,  of  Zug  in  1848,  of  Thurgau  in  1849,  and  many 
others.  Some  of  the  official  commissions  during  these 
years  recommended  progressive  taxes  for  the  higher  in- 
comes, as  well  as  the  extension  of  the  graduated  principle 
to  the  property  tax.  The  public,  however,  was  not  yet 
prepared  for  this.  In  fact,  in  a  few  cases  the  degression 
in  the  income  tax  was  again  abolished,  as  in  Zug  in  185 1, 
and  in  Schaffhausen  in  1862.  The  only  exception  to  the 
statement  that  graduation  was  not  applied  to  property  is 
Baselstadt,  where  the  income  tax  of  1840  was  extended 
to  the  income  from  property  as  well,  and  where  the  rate 
varied  from  one-half  of  one  per  cent  to  three  per  cent  for 
incomes  over  six  thousand  francs.*  The  high  progressive 
property  tax  in  Neuenberg  (Neuchatel)  in  1848,  where 
the  rate  varied  from  one  per  cent  on  1,000-3,000  francs 
property  to  ten  per  cent  on  property  over  500,000  francs, 
was  an  extraordinary  measure  and  was  not  repeated.* 

The  real  impetus  to  progressive  taxation  was  given 
by  the  Ziirich  law  of  1870,  which  applied  the  progressive 
scale  to  property  as  well  as  to  income.  During  the  seven- 
ties Graubiinden  (Orisons),  Glarus,  Obwalden,  Zug  and 
Schaffhausen  adopted  the  plan ;  during  the  eighties  Aar- 
gau,  Uri,  Vaud;  during  the  nineties  Appenzell,  Basel- 
land,  Baselstadt,  Lucerne  and  Solothum  followed.  To- 
day progressive  taxation  of  property  or  income  is  found 
in  twenty  of  the  twenty-five  cantons,  while  the  progres- 
sive inheritance  tax  is  found  in  nine  cantons,  progressive 
taxation  of  some  kind  existing  in  twenty-one  out  of  the 
twenty-five  cantons. 

The  system  of  progressive  taxes  on  property  or  income 
in  Switzerland  may  be  classified  into  three  groups : 

I.  The  cantons  with  a  proportional  property  tax,  but 

■  Schanz,  op,  cit,  ii,  p.  389. 
•/&fU,  ii,  p.  35. 
*Ibid.,  iv,  p.  50. 
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a  progressive  income  tax.  These  are  Bern,  Freiburg, 
Obwalden,  St.  Gallen,  Thurgau  and  Ticino.  The  rate 
of  the  property  tax  is  the  same,  but  the  rate  of  the  income 
tax  varies  from  zero  (in  St.  Gallen  seven  hundred  francs 
income  are  entirely  exempt),  by  slow  gradations  to  over 
four  per  cent.  The  laws  fix,  not  the  rate  of  the  tax,  but 
the  amount  of  the  tax  to  be  paid  for  each  class  of  in- 
come.' 

2.  The  cantons  with  a  progressive  property  tax.  These 
are  Geneva  and  Glarus.  In  Geneva  the  tcute  mobilise 
applies  only  to  personalty.  If  the  property  does  not  ex- 
ceed 50,000  francs,  the  first  3,000  francs  pay  nothing, 
the  remainder  pays  one  per  mill ;  if  the  property  is  between 
50,000  and  250,000  francs,  the  first  50,000  francs  pay 
forty-seven  francs,  and  the  rest  two  per  mill ;  if  the  prop- 
erty exceeds  250,000  francs,  the  charges  are  as  in  the  pre- 
ceding case,  except  that  the  surplus  over  250,000  francs 
pays  three  per  mill.  In  Glarus  the  general  property  tax 
is  so  arranged  that  on  property  less  than  25,000  francs, 
the  assessment  is  only  sixty  per  cent  of  the  true  value, 
while  on  property  above  100,000  francs  an  addition  is 
made  to  the  rate,  ranging  from  one-tenth  of  one  per  cent 
to  two  per  cent  in  the  case  of  four  million  francs  prop- 
erty.® 

3.  The  cantons  with  progressive  property  and  income 
taxes.  Most  of  the  cantons  with  a  property  tax  levy  an 
income  tax  only  on  so-called  earned  income ;  i.  e.,  income 
not  derived  from  property.  But  Baselstadt  and  Basel- 
land  levy  the  income  tax  on  incomes  from  property  as 
well.  Baselland,  however,  excepts  interest  on  monied 
capital  from  the  income  tax.''  The  progressive  rates 
are  much  more  sharply  graduated  in  the  income  tax  than 
in  the  property  tax.     For  instance,  in  Baselstadt  the  rate 

•  Schanz,  op,  cit,,  v,  pp.  309,  3^5,  353- 
•/&u/.,  iii,  p.  85. 
V&k/.,  i,  p.  55. 
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of  the  property  tax  is  one,  one  and  a  half  and  two  per 
cent,  according  as  the  property  is  below  100,000,  between 
100,000-200,000,  or  over  200,000  francs.  The  income 
tax  is  one  per  cent  on  incomes  to  4,000  francs;  two  per 
cent  on  the  excess  to  8,000  francs;  three  per  cent  on 
the  excess  to  12,000  francs,  and  four  per  cent  on  the 
remainder.  Concessions  are  made  for  unmarried  per- 
sons, and  parents  with  small  children  for  incomes  from 
1,200-2,400  francs.  Calculating  the  property  on  a  four 
per  cent  income  basis,  and  including  the  additions  levied 
for  communal  purposes,  the  rate  of  the  entire  property 
and  income  tax,  when  the  income  is  derived  from  prop- 
erty, varies  from  less  than  two  per  cent  up  to  nine  and 
eight-tenths  per  cent  of  the  income.®  In  other  cantotis 
the  rate  of  progression  is  smaller. 

So  far  as  the  technical  methods  of  carrying  out  the  pro- 
gressive principle  are  concerned,  the  Swiss  cantons  may 
be  divided  into  four  classes.  The  first  class  pursues  the 
old  Athenian  plan,  which  in  lieu  of  changing  the  rate 
assesses  to  the  tax  not  the  whole,  but  only  varying  pro- 
portions of  the  true  property  or  income.    Thus  in  Ziirich, 

In  the  property  tax  5/10  of  the  first  20,000  francs  are  assessed. 
6/10  "  next  30,000  " 
7/10  "  "  50,000  " 
8/10  "  "  100,000  " 
9/10  "  "  200,000  " 
10/10      "       "  remainder      " 

In  the  income  tax  2/10  of  the  first    1,500  francs  are  assessed. 
4/10      "       next   1,500 
6/10      "  "      3,000       " 

8/10      "  "      4,000       " 

10/10      "  remainder  "  " 

Every  one  hundred  francs  income  pays  two  francs,  as 
often  as  every  thousand  francs  property  pays  one  franc. 
The  same  is  virtually  true  in  Freiburg. 


*Cf.  the  table  in  Biicher,  Basel's  Staatseinnahmen,  p.  82,  and 
Schanz,  op.  cit,  i,  p.  379- 
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The  second  class  follows  the  plan  of  capitalizing  the 
income  at  different  rates.  Thus  in  Soluthum®  where  both 
an  income  tax  and  a  property  tax  exist,  incomes  above 
one  thousand  francs  are  considered  as  equivalent  to  prop- 
erty of  ten  times  the  amount ;  but  incomes  from — 

900-1000  francs  are  deemed  to  correspond  to  8,000  francs  property. 


800-  900 
700-  800 
600-  700 
Soo-  600 
400-  500 
300-  400 


6,000 
4,500 
3,000 

2fiO0 
1,000 

400 


Incomes  below  300  francs  are  deemed  to  correspond  to  property  of 
the  same  amounts. 

In  the  third  and  fourth  classes,  which  comprise  the 
large  majority  of  the  cantons,  the  laws  either  prescribe  a 
definite  sum  or  rate  to  be  paid  by  each  class,  or  alter 
the  rate  for  each  class  of  property  or  income.  Most  of 
the  cantons  charge  a  fixed  rate  upon  the  entire  property 
or  income,  according  to  the  class  in  which  it  falls.  But 
a  few  cantons,  like  Basel,  Zug,  SchaflFhausen,  Aargau  and 
Vaud,  divide  the  entire  property  or  income,  so  that  each 
successive  portion  or  increment  pays  the  rate  assigned  to 
that  particular  amount  of  the  property  or  income.^®  In 
order  to  ascertain  the  tax  on  the  entire  sum,  it  thus  be- 
comes necessary  to  make  a  series  of  arduous  computations 
and  additions.  Geneva  follows  the  same  plan  for  its 
property  tax,  as  does  Ticino  for  its  income  tax. 

A  peculiar  feature  of  the  Swiss  taxes  is  that  the  pro- 
gressive rate  is  applied  separately  to  the  income  tax  and 
to  the  property  tax.  A  taxpayer  with  2,500  francs  in- 
come from  property  and  2,500  francs  income  from  labor 

•  Schanz,  op.  cit.,  ii,  p.  457. 
"/Wrf.,i,p.  113. 
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will  be  assessed  separately  for  each,  and  will  pay  less  than 
if  he  had  5,000  francs  income,  either  from  property  alone 
or  from  labor  alone.  Only  two  cantons  have  attempted 
to  apply  the  progressive  system  to  the  whole  income,  irre- 
spective of  the  source.  They  accomplish  this  by  adding 
a  certain  percentage,  not  to  the  taxable  property  or  in- 
come, but  to  the  amount  of  the  tax,  figured  on  a  propor- 
tional taxation  of  property  and  income.  Thus  in  Aargau, 
every  one  who  is  assessed  at  from  40-70  francs  tax  must 
pay  five  per  cent  additional,  from  70-100  francs  tax  ten 
per  cent  additional,  and  so  on,  until  those  who  are  as- 
sessed at  over  500  francs  tax  must  pay  thirty-three  per 
cent  additional.  So  in  Schaffhausen,  those  assessed  at 
25-50  francs  pay  five  per  cent  additional,  and  so  on 
tmtil  those  assessed  at  over  500  francs  tax  pay  fifty  per 
cent  additional.  This  plan  possesses  at  least  the  advan- 
tage of  simplicity.  In  most  of  the  cantons  the  rate  is 
determined  for  each  assessment  by  the  Grand  Council, 
with  a  maximum  rate  which  may  not  be  exceeded  without 
reference  to  popular  vote.  But  in  Basel,  Geneva  and 
Vaud  the  rates  are  fixed  in  the  law  itself. 

For  the  sake  of  completeness  the  rates  of  progression 
in  each  of  the  sixteen  cantons  are  herewith  appended  in 
the  following  tables,  the  figures  after  the  name  of  the  can- 
ton signifying  the  year  in  which  the  law  now  in  force  was 
enacted : 

AARGAU.— (ARGOVIR)— 1885. 

PROPERTY   AND  INCOME  TAX. 

If  normal  tax  varies  from    40-  70  fr.  an  addition  is  made  of  5% 

10% 
IS% 
20% 
"        25% 
"        30% 
If  the  normal  tax  is  over  500  fr.  an  addition  is  made  of  33?^% 


u 

$t 

tt 

t: 

70-100     "            " 

It 

it 

u 

tt 

100-200     "            " 

It 

« 

tt 

tt 

200-300     "            " 

u 

« 

tt 

it 

300-400     "            " 

u 

it 

tt 

tt 

400-SOO     "            " 
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APPENZELL  A.  RH.— (RHODES  EXTfiRIEURS.)— 1897. 

PROPERTY  TAX. 
Property.  Rate. 

I-  10,000  fr.  Simple  rate,  generally  1% 

10,001-  20,000  1.05 

20,001-  50,000  1. 10 

50,001-100,000  I.I5 

100,001-200,000  1.20 

Over  200,000  1.25 

INCOME  TAX. 

Up  to  2,000  fr.  income  the  rate  is  i/io  of  1%. 
From  2,000  to  10,000  fr.  income  the  rate  rises  i/io  of  1%  for  every 
one  thousand  francs. 
At  10,000  fr.  income  the  rate  is  i%. 

BASELLAND.— (BALE-CAMPAGNE.)— 1892. 

PROPERTY    TAX. 
Property.  Rate. 

From    1,000-  30,000  fr.  Simple  rate,  generally  1%. 

"      30,001-  60,000  Addition  of  i/io  for  each  15,000  fr. 

"      60,001-100,000  "       "    i/io    "       "     20,000   " 

"    100,001-300,000  "       "    i/io    "       "     25,000  *• 

"    300,001-400,000  "       "    i/io    "       "     50,000   " 

Above  400,000  fr.  the  rate  is  2j^  times  the  simple  rate. 

INCOME   TAX. 
Income.  Rate. 

500-     700  fr.  H  the  simple  rate. 

701-     900  ^  the  simple  rate. 

901-  3,000  Simple  rate. 

3,001-  5,000  20%  increase  for  each    500  fr. 

5,001-  6,000  20%  increase  for  each  1,000  fr. 

6,001-12,000  30%  increase  for  each  1,000  fr. 

Over  12,000  3  times  the  simple  rate. 

BASELSTADT.— (BALE-VILLE).— 1897. 

PROPERTY    TAX.  INCOME    TAX. 

Pmperty.  Rate.  Income.  Rate. 

Up  to  50,000  fr 1%  Up  to  4,000  fr 1% 

50,000-100,000 154%  On  surplus  to    8,000 2% 

100,000-200,000 2%  On  surplus  to  12,000 3% 

Over  200,000 3%  On  surplus  to  16,000 4% 

On  excess  over  16,000 5% 
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BERN.—1865. 

INCOME   TAX. 

Rate  per  cent 
Income.  Capital.  Pendens,  etc.  Other  Income 

Each     50-100  fr 2^4  2  i}4 

"      150^200 5  4  3 

"      250-300. yyi  6  4yi 

"      350-^400. 10  8  6 

"      450-500. I2J4  10  7H 

etc,  etc  etc,  etc. 

FREIBURG.— (FRIBOURG.)— 184a 

INCOME    TAX. 

If  the  income  does  not  exceed  1,500  fr.,  5/10  are  exempted. 
If  the  income  does  not  exceed  5,000  fr.,  4/10  are  exempted. 
If  the  income  exceeds  5,000  fr.,  3/10  are  exempted. 

GENEVA.— 1887. 

PERSONAL    PROPERTY    TAX. 

Property.  /  -Rate s 

Up  to    50,000  fr o  on  first  3,000,  i/io  of  i  per  cent  on  excess. 

50,00(>-250/xx)...47  fr.  on  first  50,000,  2/10  of  i  per  cent  on  excess. 

Over  250,000.  i  '♦^  ^^'  ^°  ^^^*  50,000,  2/10  of  I  per  cent  on  excess 

'   (    up  to  250,000,  and  3/10  of  i  per  cent  on  excess. 


GLARUS.— (GLARIS.)— 1891. 

PROPERTY   TAX. 


Under  25,000  f  r. 


25,000-100,000   -( 


100,001-150,000 
150,001-200,000 
200.001-250,000 
250.001-300,000 
300,001-350,000 
350,001^400,000 


Rate. 

j  60  per  cent  of 
I      assessment. 
C  60  per  cent  of 
I       assessment 
for  first 
25,000;  full 
rate  for 
remainder, 
i/io  additional. 
2/10 
3/10 

4/10    " 
6/10 
6/10 


Property. 

400,001-    500,000 

500,001-    600,000 

600,001-    700,000 

700,001-    800,000 

800,001-   900,000 

900,001-1,000,000 

1,000,001-1,250,000 

1,250,001-1,500,000 

1,500,001-1,750,000 

1,750,001-2,000,000 

2,000,001-2,500,000 

2,500,001-3,000,000 

3,000,001-3,500,000 

3,500,001-4,000,000 


Rate. 


7/10  additional 

8/10 

it 

9/10 

tt 

10/10 

u 

Il/lO 

tt 

12/10 

tt 

13/10 

tt 

14/10 

tt 

15/10 

tt 

16/10 

tt 

17/10 

tt 

18/10 

It 

19/10 

tt 

20/10 

tt 
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GRAUBONDEN.— (GRISONS.)— 1881. 

FROPESTY    AND   INCOME   TAX. 
PROPERTY   TAX. 
Property.  Rate. 

I-  20,000  fr pay full 

20,001-  50,000 "    i/io  addition  for  each  ifioo  fr. 


50,001-  80,000. 

80,001-110,000. 
110,001-140,000. 
140,001-170,000. 
170,001-200,006. 
200,001-230,000. 
230,001-260,000. 

260,00I-<290,000. 

290,001-320,000 
and  over 


.  2/10 
.  3/10 
.  4/10 
.  5/10 
.  6/10 
.  7/10 
.  8/10 
.  9/10 

. 10/10 


INCOME    TAX. 


Income. 


Rate. 
Percent. 

I-«00  fr K 

800-1,500 54 

1,500-2,000 1 

2,000-3,000 lyi 

3,000-4,000 2 

4,000-5,000 2j^ 


Income.  Rate. 

Percent. 

5,000-5,500  fr 3 

5,500-6,000 3^ 

6,000-6,500 4 

6,500-7,000 454 

7,000-12,000 5 

Over   12,000 5>4 


LUCERNE.— 1892. 


PROPERTY  TAX. 
Property.  Rate. 

From  1,000  to  100,000  fr..i.s% 
From  100,001  to  1,000,000 
rate   raised  by   i/io  of 
1%  for  every  100.000  fr. 
Over  1,000,000  fr 2^% 


INCOBCE    TAX. 
Income.                                    Rate. 
From  1,000  to  30,000  fr...i54% 
From  30,001   to  84,000  fr. 
rate  raised  i/io  of  1% 
for  every  6,000  fr. 
Over  84,000  fr 2}i% 


These  taxes  are  levied  every  two  years,  so  that  the  annual  rates 
are  only  one-half  as  large. 


OBWALDEN.— (UNTERWALDEN-LE-HAUT.)— 1870. 


Income. 
500  fr. 
600  . 
700 


INCOME  TAX. 
Tax  in  fr.         Income  Tax  in  fr. 

. ..   0.50  800    fr 1.20 

...   0.70  900        1.50 

. ..    I.  1,000        2. 


From  1,000-2,900  fr.  J4  of  i  per  cent. 
Over  3,000  fr.  i  per  cent 
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The  above  rates  are  payable  for  each  ^  of  i  per  cent  levied  as 
property  tax.   In  the  last  two  classes  400  f r.  may  be  deducted. 

ST.  GALLEN.— (ST.  GALL.)— 1863. 

INCOME  TAX. 

For  each  i  per  mill  of  property. 

Income.  Tax.         Income.  Tax. 

800-  999  francs i  fr.  5,500-  5,999 63  fr. 

1,000-1,499 2  6,000-  6499 76 

1,500-1,999 4  6,500-  6,999 90 

2,000-^,499 7  7,000-  7499 105 

2,500^,999 II  7,500-  7,999 121 

3,000-3499 16  8,000-  8499 138 

3,500-3,999 22  8,500-8,999 157 

4,000^4499 30  9,000-  9499 177 

4,500-4,999 40  9,500-10,000 200 

5,000-5499 51  Over  10,000 2j^  per  cL 

SCHAFFHAUSEN.— (SCHAFFHOUSE.)— 1879. 

PROPERTY  AND   INCOME   TAX. 

Francs.  Per  cent. 

When  the  tax  varies  from    26-  50  an  addition  is  made  of    5 

51-75  "  "  10 

"     .       7^100  "  "  IS 

101-150  "  "  20 

151^300  "  "  25 

201-250  "  "  30 

251-300  "  "  35 

301-400  "  "  40 

401-500  "  "  45 

Over  500  "  "  50 

SOLOTHURN.— (SOLEURE.)— 1895. 

PROPERTY   AND   INCOME   TAX. 
PROPERTY  TAX. 

The  rate  is  J4  of  1%. 

When  tax  is  under  20  fr.  the  addition  is   o 

20-  30  "  "  "        "  10% 

30-  40  "  "  "        "  20% 

40-140  "  "  "        "  10%  for  each  20  fr.  tax. 

"       140.200  "  "  "        "  10%    "      "     30  "     " 

"    over  200  "  "  tax  is  doubled. 

INCOME  TAX. 

The  rate  is  1%.    The  progression  is  as  in  the  property  tax. 
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THURGAU.— (THURGOVIR)— 1849. 

INCOME  TAX. 


Income.  Tax  in  fr. 

1,101-1,400 6 

1401-1,700 10 

1,701-2,000 16 

2,001-2,300 23 

2,301-2,600 30 


ForezcoK. 
Perceat. 


Income.  Tax  in  fr. 

Under     200  fr 0.35 

201-  400 0.55 

401-  600 1. 

601-  800 2. 

801-1,100 4. 

Over  2,600,  i^  fr.  for  every  hundred  fr. 

TICINO.— (TESSIN.)— 1864. 

INCX)ME   TAX. 

For  the  first  Francs 

From    400-     800  fr 400 i . 

"         801-  1,200 800 2. 

"       1,201-  2,000 1,200 4. 

"      2,001-  3,000 2,000 10. 

"      3,001-  5,000 sfloo 20. 

"      5,001-10,000 5,000 50. 

"     10,001-20,000 10,000 150. 

"     20,001-40,000 20,000 450. 

Over  40,000 40,000 1,250. 

URI.— 1886. 

PROPERTY  AND  INCOliS  TAX. 


.    H 
.1 

.2 

.3 
.4 
.5 


Property. 

2,000-  30,000  fr. 

30,001-  50,000 . . . 

50,001-  80,000 . . . 

80,001-100,000 . . . 
100,001-150,000 . . , 
150,001-200,000 . . . 
200,001-250,000. . . 
250,001-300,000 . . . 
300,001-350,000 . . , 
350,001-400,000 . . . 

Over  400,000 . . , 


Tax. 

.  .50  fr.  per  1,000 
.  .60 
.  .70 
.  .80 
.  .90 
.1.00 
.1.10 
.1.20 
.1.30 
.1.40 
.1.50 
VAUD. 


Income. 
Up  to  1,000  fr 
1,001-  2,000 . . 
2,001-  3,000.. 

3,001-  4,000 . . 
4,001-  5,000.. 
5,001-  6,000 . . 
6,001-  7,000 1.20 

7,001-  8,000 lu|0 

8,001-  9,000 1.60 


Tax. 

.  .25  fr.  per  1,000 
.  .35  " 
.  A5  " 
.  .60  " 
.  .80  " 
.1.00       " 


9,001-10,000 . . 
Over  10,000 . . 
— (WAADT.)— 1886. 


.1.80 
.2.00 


Personal  Property. 

I-  25,000  fr. .  I 
25i00i-  50,000 Ij4 

50,001-1 00,000....  2 

100,001-^200,000 2}i 

200,001-400,000 3 

400,001-800,000 3^ 

Over  800,000 4 


PROPERTY    AND   INCOME   TAX. 
Real  Property        Cent.*' 
I-  25,000 fr.. I 


Rate  Per 
Cent. 


Income, 

I-  1,250  fr..  I 


Rate  Per 
Cent. 


25,001-100,000 . 

over  100,000. 


...154 

...2 


1,251-2,500. 

2,501-  5,000 . 

5,000-10,000.. 
10,001-20,000 . . 
20,001-40,000 . . 


..2 

..254 

..3^ 


Over  40,000 4 
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ZUG.— 1896. 

PROPERTY    TAX. 

Property  from  1,000-100,000  francs  pays  the  simple  rate.  Above 
100,000  francs,  the  property  is  put  in  classes  of  100,000  francs  each, 
so  arranged  that  in  each  class  every  1,000  francs  pays  %  franc  more 
than  in  the  preceding  class.    Thus — 

if        100,000  francs.. pay.. I      franc  per  1,000  francs, 

then  101,000^00,000    "     ..  "  ..iJi  "  " 

"  201,000-300,000  "  ..  "  ..154 
"  301,000-400,000  "  ..  "  ..i^ 
"    over       400,000    "     ..  "  ..2 

INCOME    TAX. 

If  the  rate  of  the  property  tax  is  one  per  mill, 

Income.  Tax. 

I-  500  francs pay i  franc  per  100  francs. 

500-1,000  francs pay 1%  francs  per  100  francs. 

1,000-7,000  francs rate  increases  25  centimes  per  each  1,000  fr. 

Over  7,000  francs pay 3  francs  per  100  francs. 

ZURICH.— 1870. 

PROPERTY  AND  INCOME  TAX. 
Property. 

Of  the  first  20,000  francs 5/10  are  assessed. 

"      next    30,000       "     6/10 

"       50,000       "      7/10 

"     100,000       "     8/10 

"     200,000       "     9/10 

Of  the  surplus the  whole  is  assessed. 

Income. 

O'  the  first  1,500  francs 2/10  are  assessed. 

"      next  1,500       "    4/10 

"    3,000       "     6/10 

"    4.000       "     8/10       " 

Of  the  surplus  the  whole  is  assessed. 

It  is  evident  from  these  tables  that  there  is  a  great  di- 
versity in  the  practical  application  of  the  progressive  sys- 
tem to  property  and  income  taxes  in  Switzerland.  Some 
cantons  apply  it  to  local  taxes,  others  declare  that  local 
taxation  should  be  proportional ;  some  have  a  slight  grad- 
uation, others  a  sharp  progression;  some  apply  it  to  one 
tax  only,  others  to  both  taxes.  In  no  two  cantons  are  the 
rates  or  the  classification  identical.  The  following  table 
shows  the  rate  of  progression  in  various  cantons : 
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INCX)ME  TAX   (on  LABOR  INCOMKs). 

Rate  of  Tax  on  Income  of  §  ^®  ^  §*^  °^ 

CM»ton.  ^  ^  ^  ^  o  S^-Sj  ^8-*^* 

I     §    I     I      I    •§ii     -li§ 
*      I    I    I    I     I    mi    ils§ 

Freiburg 1.75  2.1  2.1  245  245      14  times  14  times 

Bern  i^  2,1  2.55  2.82  2.98  ^2.35  "  248  " 

Obwald  0.12  0^  o^  0.5  0.59     4.17  "  4.92  " 

Zug 04  1.05  1.7  2.82  2.98      7.0s  "  745  " 

Zurich  0.8  1.2  24  44  7.63      5.5  "  9.04  " 

Vaud  OJ29  0.63  1.13  1.81  344     6.24  "  11.86  " 

Graubunden  ..  0.6  1.05  2.28  5.91  1047      9.85  "  1745  " 

Uri  0.0075  0.23  049  1.07  1.98  22^  "  264  " 

GENERAL  INCOME  TAXES. 

Baselland  0.5  0.5  0.7  1.6  2.  3.6  "  4.0  " 

Solothurn  0.2  0.46  0.69  0.98  14  4.9  "  7-  " 

Ticino   0.6  14  2.5  5.  11.8  8.3  "  27.3  " 

Ba$elstadt 0.6  i.  1.8  4.6 

Some  cantons  exempt  a  minimum  of  subsistence,  some 
pursue  the  policy  of  abatements  and  allowances,  some 
tax  all  property  or  income  but  according  to  diflferent 
rates.  Some  cantons  levy  a  fixed  poll  tax  while  others 
levy  a  graduated  poll  tax,  the  amoimt  of  the  tax  in- 
creasing with  the  progression  in  the  property  and  in- 
come taxes.  Whatever  the  minor  diflferences,  however, 
the  tendency  is  ever3nvhere  toward  the  spread  of  the  pro- 
gressive principle  and  the  increase  of  the  scale  of  pro- 
gression. The  constitutional  provision  in  some  of  the 
cantons  that  the  progression  should  be  a  "moderate"  one, 
is  of  little  use  in  view  of  the  elasticity  of  the  term 
"moderate."  As  an  actual  fact,  the  highest  rates  do  not 
generally  exceed  four  or  five  per  cent  of  the  income,  but 
in  a  few  cantons  like  Glarus,  Uri,  Vaud  and  Baselstadt 
the  rates  are  as  high  as  six,  seven  and  even  ten  per  cent 
That  the  number  of  persons  assessed  at  the  higher  rates 
is  very  small  is  indeed  true ;  and  it  may  also  be  concluded 
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that  the  yield  of  the  progressive  taxes  is  in  general  very 
little  more  than  would  be  the  yield  of  simple  proportional 
taxes.  The  opponents,  however,  of  the  progressive  prin- 
ciple, like  Leroy-Beaulieu,  forget  that  it  is  the  f tinction  of 
progressive  taxation  not  so  much  to  obtain  increased  reve- 
nues as  to  apportion  the  burden  more  equably  among  the 
taxpayers.  If  the  progressive  tax  is  more  just  than  the 
proportional  tax,  the  fact  that  it  would  not  yield  a  penny 
more  revenue  would  in  itself  constitute  no  valid  objec- 
tion. 

A  more  serious  practical  objection  is  the  tendency  to 
produce  evasion,  fraud  or  exodus  of  capital.  It  is  ques- 
tionable, however,  whether  this  objection  has  not  been 
somewhat  exaggerated.  The  danger  is  undoubtedly  a  real 
one,  but  there  is  actually  far  more  evasion,  fraud  and  exo- 
dus of  capital  under  the  system  of  the  proportional  prop- 
erty tax  in  America  than  under  the  system  of  the  progres- 
sive property  and  income  taxes  in  Switzerland.  Those 
who  will  defraud  the  government  or  abandon  their  home 
because  of  tax  rates  are  apt  to  do  so  at  all  events,  pro- 
vided the  tax  is  high  enough ;  and  it  has  yet  to  be  proved 
that  a  moderate  progression  will  of  itself  bring  about 
such  baneful  results.  Certainly  the  experience  of  Switz- 
erland seems  to  point  in  the  other  direction.  Statistics 
of  evasion  or  exodus  of  capital  are  unattainable  or  worth- 
less ;  but  in  all  the  important  cantons  which  practice  pro- 
gressive taxation,  there  has  been  a  steady  increase  in  the 
total  valuation  of  property  and  income.  ^^ 

The  very  spread  of  the  progressive  system  in  recent 
years  shows  at  all  events  that  the  Swiss  cantons  have  not 
yet  begun  to  experience  any  of  the  injurious  consequences 

"  In  Zurich,  e,  g,,  the  assessed  property  had  increased  between 
1870-1899  from  627  to  906  million  francs,  the  assessed  income  from 
43  to  88  millions.  Schanz,  ii,  p.  416.  Similar  figures  might  be  given 
for  the  other  cantons,  which  practice  the  progressive  system.  Cf. 
C^enviUe,  op,  cit,  pp.  175-181 
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which  have  been  predicted  for  the  last  few  decades.  In 
those  very  cantons  where  the  opposition  was  at  first  the 
loudest,  the  satisfaction  is  now  general.  There  is  no 
question  of  abandoning  the  vantage  ground  already  won. 
As  Switzerland  is  the  most  democratic  country  in  Europe, 
so  is  it  also  the  most  striking  example  of  the  progressive 
system. 

Furthermore,  in  addition  to  the  general  property  and 
income  taxes,  almost  all  the  Swiss  cantons  levy  inher- 
itance taxes,  which  are  progressive  in  nine  cases.  ^^  In 
Baselland  the  rates  are  increased  one-tenth  in  each  class 
until  amounts  in  excess  of  400,000  f  r.  pay  two  and  one- 
half  times  the  normal  rate.  In  Bern  on  any  excess  above 
50,000  francs  the  rate  is  increased  one-half.  In  Glarus 
and  Zug  the  rates  increase  by  arithmetical  progression, 
the  additional  increments  never  exceeding  one  per  cent 
in  Glarus  and  two  per  cent  in  Zug.  In  Solothum  the 
basic  rates  of  three  to  twelve  per  cent,  arranged  according 
to  relationship,  apply  to  inheritances  between  100  and 
S,ooo  francs;  below  100  francs  only  half  the  rate  is  ap- 
plied; from  5,000-20,000  francs  the  rates  are  increased 
by  one-fourth  for  every  5,000  francs.  In  Thurgau  in- 
heritances over  6,350  francs  pay  one-fourth  more;  over 
12,700  francs  one-half  more;  over  19,000  francs  three- 
fourths  more;  over  25,000  double  rates.  In  Ztirich  the 
rate  increases  one-tenth  for  each  10,000  francs  until  it 
becomes  half  as  large  again  as  the  reg^ar  rate.  In  Uri 
the  rate  increases  one-tenth  for  each  10,000  francs  up  to 
200,000  francs,  so  that  the  tax  on  200,000  francs  would 
be  triple  the  original  rate.  As  the  basic  rates  vary  from 
one  per  cent  for  brothers  and  sisters  to  twenty-five  per 
cent  for  distant  relatives,  this  means  that  the  maximum 


^Cf,  the  details  in  Schanz,  op,  cit,  i,  p.  158,  and  later  details  in 
West,  The  Inheritance  Tax,  2d  ed.,  1908,  pp.  42-44.  Cf,  also  C^en- 
ville,  op,  cit,  p.  215. 
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rate  is  seventy-five  per  cent,  the  highest  figure  to  be  found 
in  any  country.  This  rate  appHes,  however,  only  to  in- 
testate successions,  and  as  wealthy  people  do  not  usually 
die  intestate,  the  law  is  really  only  a  paper  enactment.  As 
a  matter  of  fact,  the  maximum  rate  has  never  been  en- 
forced. In  Schaffhausen  the  rates  increase  one-tenth  for 
inheritances  between  2,000  and  10,000  francs  and  one- 
tenth  for  each  additional  10,000  francs  up  to  90,000 
francs.  Above  that  sum  inheritances  pay  double  rates. 
In  the  following  tables  will  be  found  the  rates  of  the 
inheritance  tax  in  the  principal  cantons.^® 

Max.  rates 

Near  Moredlst.      Most  dist.      Strangera         applicable 

relatives  relatives        relatives  on  sums 

per  cent.  per  cent.        per  cent.       per  cent.  exceeding: 

Bern i     ij4    2 6     6 9    10 15  fr.  10,000 

Claris    }4 4       4 8      6 12    10 20  100,000 

St.  Gall   J4 6       4 12      6 18    10 30 

Solothurn    3    ....6       9 18  105^.. 21    10 24  4,000 

Schaffhausen    .2    ...  .4       4 8  6    . .  12    10 20  18,000 

Thurgau  2    4       3 8  S    ..10      6 12  5,000 

Uri    IJ4....6  2....  6  3     ..9  25.... 75  40,000 

Zug J4 254    I 3      2 4      8 10  20,000 

Zurich  2    3       6 9    10 15    10 15  10,000 

"  Compiled  from  Schanz,  Die  Steuern  der  Schweis,  i,  pp.  155-160. 
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§  lo.     Holland. 

In  Holland,  up  to  1892,  the  only  example  of  progres- 
sive taxation  for  state  purposes  was  a  poll  tax  levied 
according  to  a  graduated  scale  upon  furniture,  valuables, 
horses  and  mortgages.  In  1892  and  1893  there  was 
introduced  a  progressive  system  in  a  new  combination 
of  the  property  and  income  tax.^  The  arrangement  for 
progressive  rates  is  as  follows : 

Property  under  13,000  florins  is  practically  exempt; 
from  13,000  to  14,000  fl.  the  tax  is  2  fl. ;  from  14,000  to 
15,000  fl.  it  is  4  fl.  If  the  property  exceeds  15,000  fl.  but 
is  less  than  200,000  fl.,  the  tax  is  1.25  per  mill  for  the 
surplus  over  10,000  fl.  Property  of  200,000  fl.  would 
therefore  be  taxed  237 J^  fl.  For  every  1,000  fl.  above 
200,000  fl.  there  is  an  additional  tax  of  2  fl.  In  other 
words,  there  is  a  deduction  in  all  cases  for  a  certain  part  1 
of  the  property  (10,000  fl.) ;  there  is  a  complete  exemp- 
tion for  a  minimum  of  subsistence  (13,000  fl.),  and  an 
abatement  for  a  somewhat  larger  amount  (15,000  fl.); 
and  finally  there  is  a  slightly  progressive  rate.  For  if 
income  on  property  is  reckoned  as  four  per  cent,  the  prop- 
erty tax  of  1.25  per  mill  (on  sums  below  200,000  fl.) 
equals  an  income  tax  of  three  and  one-eighth  per  cent; 
while  a  property  tax  of  two  per  cent  (on  sums  above 
200,000  fl.)  equals  an  income  tax  of  five  per  cent  Owing 
to  the  deduction  of  10,000  fl.,  as  well  as  to  the  complete 
exemption  of  13,000  fl.  and  the  abatements  for  13,000  fl. 
and  14,000  fl.,  the  property  tax  computed  as  an  income 
tax  would  vary  from  zero  to  almost  five  per  cent.  This 
will  be  seen  from  the  following  table : 

^For  details  as  to  the  discussions  leading  up  to  this  tax,  see 
Seligman,  Essays  in  Taxation,  5th  ed,  1905,  pp.  322-330;  and  also  E. 
M.  Bossevain,  in,  Schanz,  Finam  Archiv,  vol.  xi,  (1894),  PP-  419-746, 
et  seq. 
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Property 

Tax 

fl. 

Amount 
Per  Mill 

Percentage 
of  Income 

12,000 

0. 

0. 

0. 

13,000 

2. 

0.15 

0.37 

14,000 

4. 

0.29 

0.72 

I5/)00 

6.25 

041 

1.02 

20,000 

12.50 

0.62 

1.55 

25,000 

18.75 

0.75 

1.87 

50,000 

50.00 

I.OO 

2.50 

100,000 

112.50 

1.12 

2.80 

150,000 

175.00 

1.17 

2.92 

200,000 

237.50 

1.19 

2.97 

210,000 

257.50 

1.23    , 

3.07 

220,000 

277.50 

1.26 

3.15 

250,000 

337.50 

1.35 

3.37 

500,000 

837.50 

1.67 

4.19 

1,000,000 

1337.50 

1.84 

4.59 

3,000,000 

5337.50 

1.95 

4.86 

5,000,000 

9337.50 

1.97 

4.92 

10,000,000 

19,837.50 

1.98 

4.96 

20,000,000 

39,837.50 

1.99 

4.98 

In  the  income  tax  it  was  proposed  to  observe  the  same 
principle  of  graduation,  but  the  rate  was  to  be  less.  Since 
200,000  fl.  are  equivalent  to  8,000  fl.  income,  the  original 
plan  was  to  tax  incomes  from  labor  above  a  certain  mini- 
mum two  per  cent  up  to  8,000  fl.,  and  three  and  one-fifth 
per  cent  above  that,  instead  of  the  three  and  one-eighth 
per  cent  and  five  per  cent  rates  of  the  property  tax.  That 
is,  incomes  from  labor  were  to  be  taxed  three-eighths 
less  than  incomes  from  property.  It  was  decided,  how- 
ever, to  make  the  minimum  of  subsistence  higher  in  the 
income  tax  than  in  the  property  tax ;  partly  because  of  the 
existence  of  indirect  taxes,  partly  for  other  reasons.  The 
consequence  was  the  necessity  of  two  schedules  in  the  in- 
come tax,  one  for  incomes  from  labor  alone,  and  one  for 
the  incomes  of  taxpayers  already  subjected  to  the  prop- 
erty tax.  In  the  former  case  the  tax  is  levied  only  on  the 
surplus  above  650  fl.;  but  as  the  property  tax  is  levied 
only  on  the  surplus  above  10,000  fl.  (which  corresponds 
to  an  income  of  400 fl.),  the  tax  on  incomes  from  property 
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is  levied  on  the  surplus  above  250  fl.  (or  the  diflference 
between  650  fl.  and  400  fl.).  The  higher  rate,. therefore, 
begins  in  this  case  not  with  8,000  fl.  (as  in  the  case  of 
labor  incomes),  but  with  8,200  fl.  This  would  result 
in  the  following  schedules;  which,  although  seemingly 
complicated,  are  the  results  of  simple  computations : 


Schedule  A 
Inconiee  froni  uibor 
income  Tax 

(In  florins) 


Schedule  B  (for  those  liable  also  to  the 
property  tax) 


650-  700 I. 

700-  750 2. 

750-  800 2.7s 

Soo-  850 3.50 

850-  900 4^5 

900-950 s. 

9S0-I000 575 

icxxHioso 6.50 

io5o-ii(X) 7.25 

1100-1150 8. 

1 150-1200 8.7s 

1200-1250 9.50 

I25O-I3OO I0.2S 

1300-1350 II. 

1350-1400 11.75 

1400-1450 12.50 

1450-1500 13.25 

1500-1600 14. 

1600-8200 14  + 


When  property  amounts 
to  X3,ooofl.or 
14,000  fl. 
Income  Tax 

(In  florins) 

250-  300 2. 

300-  350 2.75 

3SO-  400 3.50 

400-  450 4.25 

4SO-  500 5. 

500-  550 5.75 

550-  600 6.50 

600-  650 7.25 

650-  700 8. 

700-  750 8.75 

750-  800 9.50 

800-  850 10.25 

850-  900 II. 

900-950 11.75 

950-1000 12.50 

1000-1050 13.25 

1050-1150 14. 

Over  1050 14  + 

2  florins  for  every 


2  per  cent  on  sur-   hundred     florins     on 
plus  over  1500  fl.  surplus  over  1050  fl. 

Over  8200  fl.,  148  fl.  But  if  the  income, 
+  3.20  per  cent  on  together  with  4  per 
surplus  over  8200  fl.  cent  on  the  taxa- 
ble property,  exceeds 
8150  fl.,  a  tax  of  1.20 
per  cent,  is  payable  on 
the  excess. 


When  property  Taries 
between  x$,ooo  fl. 
and  900,000  fl. 
Income  Tax 

(In  florins) 

250-  300 1.25 

300-  350 2. 

35«>-  400 2.75 

400-  450 3.7s 

450-  500 4^5 

500-  550 5. 

55«>-  600 5.75 

600-  650 6.50 

650-  700 7.25 

700-  750 8. 

750-800 a75 

800-  850 9.50 

850-  900 10.25 

900-  950 II. 

950-1000 11.75 

1000-1050 12.50 

1050-1100 13.25 

1100-1200 14. 

Over  iioo 14  + 

2  florins  for  every 
hundred  florins  on 
surplus  over  iicx)  fl. 

But  if  the  income, 
together  with  4  per 
cent  on  the  taxa- 
ble property,  exceeds 
8200  fl.,  a  tax  of  1.20 
per  cent  is  pa3rable 
on  the  excess. 


When  property  exceeds  2(X),(XX)  fl.,  the  tax 
is  3.20  on  every  hundred  florins  income  over 
200  fl.' 


"For  a  discussion  of  certain  changes  which  are  being  suggested 
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The  progressive  principle  has  jalso  been  applied  to  the 
local  income  tax  in  Holland.  Commencing  with  the  year 
185 1  the  communes  were  given  a  rather  wide  latitude 
in  matters  of  taxation.  In  1865,  however,  the  communal 
excises  were  abolished  and  several  years  later  the  local 
share  in  the  commonwealth  poll  tax  was  restricted.  This 
led  the  local  bodies  to  seek  a  compensation  in  the  imposi- 
tion of  an  income  tax,  and  especially  in  the  poorer  prov- 
inces, like  Groningen  and  Friesland,  the  progressive  prin- 
ciple was  welcomed.  The  graduation  was  frequently 
very  marked.  For  instance,  in  Amsterdam  the  incomes 
were  divided  into  five  classes ;  in  the  first  two  classes  the 
incomes  were  taxed  on  one-quarter  of  the  assessed  valua- 
tion ;  in  the  next  two  classes  on  one-half  and  in  the  next 
class  on  three-quarters  of  the  assessed  valuation.  More- 
over, in  considering  the  assessed  valuation  the  minimum 
of  each  class  was  taken  as  the  basis.  It  is  the  Athenian 
and  the  Zurich  plan  with  a  slight  alteration.  In  the 
town  of  Terneuzen,  on  the  other  hand,  where  the  number 
of  the  classes  is  much  larger,  the  rate  itself  varied — the 
first  class,  from  300-399  florins,  paying  one-half  of  one 
per  cent  tax ;  the  second  class,  from  400-549  florins,  five- 
eighths  of  one  per  cent,  and  thus  gradually  increasing 
until  the  nineteenth  class,  with  incomes  of  7,000  florins 
and  over,  paid  four  per  cent.' 

The  system  of  progression  was  pushed  to  such  an  ex- 
treme, however,  that  it  led  to  a  reaction.  After  much 
discussion  the  law  of  1897  was  enacted,  which  virtually 
prohibited  any  departure  from  proportional  taxation,  with 
the  exception  that  an  amount  representing  the  minimum 

in  the  present  system  of  progressive  taxation  in  Holland,  see  an 
article  by  N.  G.  Pierson,  "The  Income  Tax  in  Holland,"  Economic 
Journal,  xvii  (1907),  p.  417- 

*Denis,  Ulmpot  sur  le  Revenu,  Rapports  et  Documents  prisentis 
flu    .    .    .    Conseil  Communal  de  Bruxelles  (1881),  p.  45. 
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of  subsistence  might  be  exempted  in  all  cases,  and  with 
a  further  exception,  which  can  best  be  put  in  the  words 
of  the  law  itself : 

"In  levying  a  capitation  or  other  direct  income  tax,  no 
revenue  may  be  left  out  of  calculation,  nor  be  calculated 
or  estimated  under  their  real  amount,  except  in  so  far  as 
in  the  case  of  variable  incomes  a  mean  value  out  of  two  or 
more  years  may  be  computed. 

"The  amount  of  the  tax  must  be  the  same  percentage 
for  all  incomes,  after  deduction  from  all  incomes  of  a  simi 
necessary  for  livelihood,  equal  for  all  incomes  or  varying 
only  according  to  the  construction  of  the  family.  Devi- 
ation from  this  rule  is  permitted  if  existing  regulations 
or  special  circumstances  make  such  deviation  desirable, 
and  on  condition  that  the  distribution  of  charges  do  not 
vary  considerably  from  that  which  would  be  obtained  by 
adhering  to  the  said  rule.* 

In  1900,  however,  the  liberals,  who  had  been  respon- 
sible for  the  general  legislation  of  1892,  returned  to 
power,  and  the  rigor  of  the  prohibition  of  1897  was 
somewhat  relaxed,  without,  however,  restoring  to  the 
localities  the  complete  freedom  which  they  had  previously 
enjoyed  in  the  matter  of  progressive  scales.*  The  latitude 
which  the  localities  now  enjoy,  however,  has  been  suffi- 
cient to  prevent  any  serious  complaint  on  either  side. 

*  See  the  article  by  A.  J.  Cohen-Stuart,  "Progressive  Taxation  in 
Holland,"    Economic  Journal,  viii  (1898),  pp.  328-332. 
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§  II.     Denmark,  Sweden  and  Norway. 

In  Denmark  and  Sweden  the  progressive  principle  has 
been  accepted  to  a  certain  extent.  In  the  Scandinavian 
countries  it  has  been  introduced  only  recently.  In  Den- 
mark the  law  of  1903  imposed,  for  general  state  purposes, 
an  income  tax  with  a  supplementary  property  tax.  The 
property  tax  is  proportional  at  the  rate  of  0.6  per  mill. 
The  income  tax  is  progressive  at  the  folowing  rates  :^ 

Income  Kate  (^)  Income  Rate  (%) 

(Kroner)  (Kroner) 

Under  2,000 1.3  15,000-  20,000 2. 

2,000-  3,000 1.4  20,000-  30,000 2.1 

3,000-  4,000 i.s  30,000-  40,000 2.2 

4,000-  6,000 1.6  40,000-  50,000 2.3 

6,000-  8,000 1.7  50,000-100,000 24 

8,000-10,000 1.8  100,000  or  over 2.5 

10,000-15,000 1.9 

The  interesting  feature  of  the  Danish  income  tax  is 
that  the  minimum  exemption  varies  with  the  character  of 
the  district.  In  Copenhagen  the  exemption  is  800  kro- 
ner, in  market  towns  it  is  700  kroner,  and  in  rural  dis- 
tricts only  400  kroner.  In  the  case  of  the  local  income 
taxes,  which  are  somewhat  older,  however,  there  is  no 
exemption  at  all.^ 

In  Sweden  the  law  of  1897,  amended  in  1902,  imposes 
a  progressive  income  tax  for  general  state  purposes.  The 
arrangement  is  as  follows:   Incomes  below  1,000  kroner 

*See  Reports  from  His  Majesty's  Representatives  abroad  re- 
specting Graduated  Income  Taxes  in  Foreign  States,  1905,  English 
Blue  Book,  Command  Papers  2587,  pp.  100  et  seq, 

*Cf,  Report  on  the  Danish  System  of  Taxation,  Foreign  Office, 
Misc.  Series,  1907,  no.  659.  For  the  earlier  rates  in  some  of  the 
local  income  taxes,  see  the  U.  S.  Consular  Reports  on  Taxation,, 
nos.  99-100  (1888),  p.  326. 
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($275),  are  exempt;  incomes  from  1,000  to  4,000  kroner 
are  taxed  on  only  a  portion  of  the  full  amount  according 
to  a  progressive  scale;  from  4,000  to  6,100  kroner  they 
are  taxed  on  the  full  amount;  above  6,100  kroner  they 
are  taxed  on  more  than  the  actual  amount,  according  to 
an  ascending  scale  up  to  a  maximum  of  145,500  kroner, 
which  sum  is  assessed  as  equivalent  to  582,000  kroner, 
i.  €.,  four  times  the  real  income.  The  normal  rate  of  the 
tax  is  one  per  cent  on  the  assessed  income,  so  that  the 
highest  actual  rate  would  be  four  per  cent.' 

In  Sweden  there  is  also  a  progressive  income  tax;  but 
this  is  rather  in  the  nature  of  a  system  of  progressive 
fees  than  a  real  tax. 

In  Norway  we  find  both  a  progressive  income  tax  and 
a  progressive  inheritance  tax.  The  income  tax  is  gradu- 
ated according  to  the  following  scale : 

Incomes  rate 

1000  kroner exempt 

1000-  4000  kroner 2% 

4000-  7000   "   3% 

7000-10000       "      4% 

Overioooo       "      5% 

Up  to  4,000  kroner  only  a  part  of  the  income  is  taxable, 
varying  according  to  the  number  of  persons  dependent  on 
the  tax  payer.  Over  4,000  kroner  an  exemption  of  from 
600  to  1,800  kroner  is  allowed,  varying  according  to  the 
number  of  dependent  persons. 

The  supplementary  property  tax,  known  as  the  Form- 
neskat,  is  not  progressive,  being  at  the  rate  of  one-third 
of  one  per  mill.  There  are,  however,  also  local  income 
taxes.*     Finally,   it  must  be  mentioned  that  the  Nor- 

*  Reports  from  His  Majesty's  Representatives  abroad  respecting 
Graduated  Income  Taxes  in  Foreign  States,  1905,  p.  116.  The  exact 
scale  will  be  found  on  pp.  118-119. 

*  Op.  cit.,  pp.  121 -122. 
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wegian  inheritance  tax  law  of  1905  imposed  rates  rising 
from  one  per  cent  to  four  per  cent  in  the  case  of  children, 
and  reaching  ten  per  cent  in  the  case  of  distant  rela- 
tives.^ 


•Schanz,  Finans  Archiv,  xxiv,  (1907)1  p.  194- 
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§  12.     France. 

After  the  sad  experience  with  the  forced  loans  at  the 
end  of  the  eightenth  century,  the  history  of  which  has 
been  recounted  above,  nothing  more  is  heard  of  progres- 
sive taxation  in  France  until  the  Revolution  of  1848. 
Early  in  that  year  the  provisional  government  adopted  a 
declaration  that  the  tax  system  ought  to  aim  at  a  more 
equitable  distribution  of  the  burdens.^  A  little  later  in 
the  same  year  the  government  issued  a  decree  stating 
that  in  order  to  bring  about  really  equitable  taxation, 
the  progressive  principle  ought  to  be  adopted.^  Oddly 
enough,  however,  although  this  proposition  was  framed 
by  the  Minister  of  Finance,  Gamier-Pages,  who  repeated 
the  assertion  later,  the  taxes  that  were  actually  im- 
posed were  all  proportional.  A  few  months  subsequently 
the  new  Minister  of  Finance,  Godchaux,  proposed  a  pro- 
gressive inheritance  tax.'  But  this  also  failed  of  adop- 
tion, largely  owing  to  the  objection  of  de  Parieu,  the 
chairman  of  the  committee.* 

Until  recently,  the  chief  instance  of  progressive  taxa- 
tion in  France  was  to  be  found  in  the  rental  or  occupancy 
tax  paid  by  the  tenant.  It  is  a  curious  provision  of  the 
French  system  of  local  taxation,  recalling  the  mediaeval 

*  "Que  le  syst^e  de  taxe  de  la  R^ublique  Fran^aise  doit  avoir 
pour  objet  une  r^artition  plus  Suitable  des  contributions  pub- 
liques." — Decree  of  Feb.  29. 

*"Avant  la  Revolution,  Timpot  ^ait  proportionnel,  done  il  ^tait 
in  juste.  Pour  etre  r^ellement  Equitable,  Timpot  doit  etre  progres- 
sif." — Decree  of  April  20th.  For  the  fiscal  history  of  the  revolution 
see  Du  Puynode,  UAdministration  des  Finances  en  1848- 1849,  (1849), 
pp.  65-78. 

*  David,  "Du  Pro  jet  de  D^cret  relatif  ^  rfitablissement  d'un  Impot 
Progressif  sur  les  Successions."  Journal  des  Economistes,  1848,  p.  25. 

*For  his  views,  see  below,  Part  II.  Cf.  also  Vautier,  L'Impdt 
Progressif,  p.  9;  and  De  Retz  de  Serviez,  op.  cit,  pp.  1 18-125. 
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English  firma  burgi,  that  according  to  a  law  of  1846 
the  taxe  personelle  et  mobili^re  might  be  assumed  in 
a  lump  sum  by  the  cities,  and  that  the  amount  might 
be  defrayed  in  part  out  of  the  proceeds  of  the  octroi  or 
local  customs  duties.  The  remainder  was  to  be  raised 
by  a  tax  on  rentals,  which  was  made  progressive,  partly 
for  the  reason,  already  mentioned,  that  the  greater  the  in- 
come the  smallei;  relatively  is  the  amount  spent  for  house 
rent,^  partly  in  order  to  compensate  the  lowest  classes 
for  the  burdens  of  the  octroi,  which  they  were  deemed  in 
great  part  to  bear.  Several  of  the  French  towns  adopted 
this  plan.  The  houses  were  arranged  in  classes  according 
to  the  rental  value.  Below  a  certain  figure  they  were  en- 
tirely exempt.  In  the  other  classes  the  rate  was  grad- 
uated up  to  a  definite  maximum.  In  Paris  the  progres- 
sion ended  very  soon.  Houses  with  rentals  below  500 
francs  were  entirely  exempt  (with  some  minor  excep- 
tions). In  the  other  classes  the  rate  was  fixed  differently 
every  year  according  to  the  needs  of  the  city  treasury. 
In  1890,  houses  with  rentals  up  to  599  francs  paid  6j4 
per  cent,  to  699  francs  yj/i  per  cent,  to  799  francs  8j4 
per  cent,  to  899  francs  g}4  per  cent,  to  999  francs  ioj4 
per  cent,  to  1099  francs  iij4  per  cent,  and  above  11 00 
francs  11.72  per  cent.®  In  1888  a  bill  was  introduced 
by  the  government  generalizing  this  tax  and  greatly  ex- 

•  See  above,  p.  28. 

•The  rate  for  the  last  class  varied  from  year  to  year,  according 
to  the  centimes  additionels.  The  figrure  in  the  text  is  for  the  year 
1891.  In  1893  it  was  12.04%  and  in  1893  12.23%.  See  Stourm, 
Systemes  GSnSraux  d'Impdts,  1893,  P-  230.  Cf,  Dictionnaire  des 
Finances,  by  L^n  Say,  ii,  p.  854,  sub  verho  "Personnelle-mobiliere." 
The  figures  and  statements  contained  in  Wagner,  Finanstvissen- 
schaff,  iii,  p.  461,  which  are  copied  in  the  article  by  Heckel  in  the 
Handworterhuch  der  Staatswissenschaften,  iv,  (1892),  p.  1182,  are 
incorrect.  They  are  all  based  on  antiquated  material.  Formerly 
many  towns  pursued  this  practice.  In  1890  only  Paris  and  Versailles 
remained. 
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tending  the  progression  as  well  as  the  classification.  But 
it  was  abandoned. 

In  1900,  when  the  octroi  on  certain  drinks  was  sup- 
pressed, Paris  abandoned  the  progressive  scale;  but  the 
law  permitted  the  introduction  of  a  slightly  less  progres- 
sive tax.  Rentals  under  500  francs  were  to  be  exempt, 
and  on  rentals  above  this  figure  the  "assessable  rental" 
(loyer  matriciel)  was  to  be  reached  by  deducting  from 
the  actual  rental  a  sum  which,  however,  could  never  ex- 
ceed 375  francs.  That  is,  in  the  case  of  a  small  rental 
of  say  750  francs,  one-half  was  deducted;  while  in  the 
case  of  a  rental  of  say  3,750  francs,  only  one-tenth  was 
deducted.  The  law  of  1903  authorized  all  departmental 
capitals  and  all  communes  of  over  5,000  population  to 
adopt  this  system,  leaving  the  figures,  however,  to  be  fixed 
by  them.  The  law  of  1904  engrafted  on  this  principle 
another,  designed  to  reduce  the  tax  in  the  case  of  large 
families.  The  deduction  might  be  increased  one-tenth 
for  every  dependent  person*^  after  the  first,  provided  that 
the  total  deduction  did  not  exceed  double  the  minimum 
rental.  This  is  the  rule  now  in  force  in  Paris  and  in 
several  other  cities.® 

Since  1901  France  has  also  a  progressive  inheritance 
tax.  In  that  year  the  tax,  which  until  then  had  been 
graduated  only  according  to  relationship,  was  graduated 
according  to  the  amount  of  the  inheritance  as  well,  and 

'Dependent  persons  (personnes  d  la  charge  du  contrihuahle)  are 
defined  to  be  "en f ants  ayant  moins  de  16  ans  revolus,  les  ascendants 
ages  ou  infirmes,  les  enfants  orphelins  ou  abandonn^  et  par  ltd 
recueillis." 

■  Cf,  E.  Allix,  Traits  Elimentaire  de  Sciences  des  Finances  et  de 
la  Legislation  Financiire  Frangaise,  pp.  384-5;  Boucard  et  Jeze, 
Eliments  de  la  Science  des  Finances  et  de  la  Legislation  Financiire 
Frangaise,  2nd  ed.,  (1902),  ii,  pp.  895  et  seq.;  and  Cours  Elimentaire 
de  Science  des  Finances  et  de  Legislation  Financiire  Frangaise, 
(1904),  pp.  345  et  seq. 
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was  arranged  in  eight  classes,  the  highest  class  repre- 
senting inheritances  of  over  1,000,000  francs.  In  1902, 
five  additional  classes,  with  higher  rates,  were  added; 
the  highest  class  now  representing  inheritances  of  over 
50,000,000  francs.  The  minimum  and  maximum  rates 
are  as  follows : 

Relationship  First  Class  xsth  Class 

Up  to  aooo  fr.    Over  50,000,000  fr 

Direct  line 1%  5% 

Husband  or  wife 3.75  9 

Brothers  and  sisters 8.50  14 

Uncles  and  aunts,  nephews 
and  nieces 10  15.50 

Grand  uncles  and  grand  aunts, 
grand  nephews  and  grand 
nieces,  and  cousins  german    12  17.50 

Relatives  of  the  5th  and  6th 
degree    14  19.50 

Relatives  beyond  the  6th  de- 
gree and  strangers  in  blood    15  20.50* 

For  the  sake  of  completeness,  it  might  be  added  that  in 
a  few  of  the  schedules  of  the  impot  des  patentes  or  busi- 
ness tax  we  find  a  slight  graduation  in  the  scale,  according 
to  the  number  of  employees,  the  amount  of  the  transac- 
tion, etc.  But  the  graduation  is  so  slight  that  it  deserves 
only  a  mere  mention. 

On  the  other  hand,  the  income  tax  projects,  which  are 
being  so  hotly  discussed  in  France  at  present,  contain 
some  interesting  progressive  features,  but  at  this  date 
(1908)  none  of  the  bills  has  yet  been  enacted  into  law.^^ 

•For  details,  see  West,  The  Inheritance  Tax,  2nd  ed.  (1908), 
pp.  25-26;  Boucard  et  Jeze,  Cours  ^Umentaire ,  1904,  pp.  328  et  seq. 

**The  best  survey  of  the  recent  projects  will  be  found  in  Gaston- 
Gros,  L* Impot  sur  le  Revenu,  1908.  Cf.  also  Revue  de  Science  et  de 
Legislation  Financiire,  1903,  p.  522;  1904,  p.  509;  1907,  p.  407;  1908, 
passim. 
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§13.   i^(^h' 

In  Italy  the  progressive  principle  is  found  in  the  case 
of  both  the  income  tax  and  the  inheritance  tax. 

The  income  tax  was  introduced  in  1864.  It  was 
amended  several  times,  but  it  was  not  until  1894  that 
the  principles  of  graduation  as  well  as  of  differentiation 
were  introduced.  The  tax  is  divided  into  five  classes, 
according  to  the  nature  of  the  income.  The  differentia- 
tion is  effected  not  by  making  a  change  in  the  rate  of 
the  tax,  but  by  assessing  to  the  tax  different  proportions 
of  the  true  value.    The  scheme  is  as  follows : 

Nature  of  Income  Amount  Rate  of 

anessed         tax  on  f  nil 
income 

A.  Interest  on  capital  owned  by  estates,  etc. .  Full  rate  20% 

B.  Interest  on  private  capital 30/40  15% 

C.  Mixed  incomes  from  capital  and  labor. . . .        20/40  10% 

D.  Labor  incomes  18/40  9% 

R    Salaries  and  pensions 15/40  7J4% 

The  graduation  is  accomplished  in  the  following  way : 

Incomes  below  400  lire  ($80)  are  exempt 

In  schedules  B  and  C,  incomes  from  400  to  800  lire  ($80  to  $160) 
are  subject  to  abatement  asF  follows : 

Income  Abatement 

400-500  lire 250  lire 

S00-600    " 200    " 

600-700    " 150    " 

700-800    " 100    " 

In  schedule  D  incomes  not  exceeding  500  lire  enjoy  an  abatement  of 
100  lire.* 

The  Italian  income  tax,  although  the  chief  type  of 
the  modem  system  of  differentiation,  is  therefore  an  ex- 
ample only  of  slight  degression. 

*The  account  of  the  abatements  given  in  the  English  blue  book 
mentioned  above,  p.  46,  is  not  quite  accurate. 
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The  progressive  principle  has  also  been  applied  to  the 
Italian  inheritance  tax  since  1902.  The  tax  is  arranged  in 
seven  classes,  the  lowest  class  beginning  at  300  lire  and 
the  highest  class  including  sums  of  over  1,000,000  lire. 
In  the  case  of  the  direct  line  the  rate  varies  from  eight- 
tenths  of  one  per  cent  to  three  and  six-tenths  of  one  per 
cent,  growing  with  the  degree  of  relationship,  until  in 
the  case  of  relatives  beyond  the  sixth  degree  and  strangers 
in  blood,  the  maximum  rate  in  the  seventh  class  reaches 
twenty-two  per  cent.  The  rates  apply  only  to  the  repre- 
sentative fractions  of  the  inheritance.^ 


"West,  The  Inheritance  Tax,  2nd  ed,  (1908),  p.  51. 
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§  14-     Australasia, 

Recent  years  have  seen  a  great  development  in  the  ap- 
plication of  the  principle  of  progression  in  Australasia. 
It  was  there  applied  first  to  the  inheritance  tax,  but  it  has 
spread  of  late  to  other  forms  of  taxation  as  well,  more 
especially  to  the  land  tax  and  the  income  tax. 

(a)    Inheritance  Taxes. 

We  find  a  graduated  inheritance  tax  in  Victoria  as 
early  as  1870;  but  in  most  of  the  other  colonies  the  pro-, 
gressive  principle  was  introduced  much  later.  In  Vic- 
toria the  law  of  1892  divided  inheritances  into  thirty- 
seven  classes,  with  £1,000,000  as  a  maximum,  and  with 
rates  from  one  to  ten  per  cent.  In  New  South  Wales 
the  law  of  1885  introduced  five  classes  with  £50,000  as  a 
maximum,  and  with  rates  of  from  one  to  five  per  cent; 
but  in  1 89 1  New  South  Wales  adopted,  with  a  few  minor 
changes,  the  scale  of  duties  then  in  force  in  Victoria.  In 
Queensland,  since  the  law  of  1892,  there  are  six  classes, 
with  £20,000  as  a  maximum,  and  with  rates  from  one  to 
ten  per  cent.  In  South  Australia  the  law  of  1893  adopted 
a  rather  complex  progressive  scale,  with  rates  varying 
from  one  and  one-half  per  cent  on  inheritances  below 
£500  or  £700  respectively,  for  near  relatives,  and  rising 
to  ten  per  cent  on  inheritances  of  over  £200,000.  In  Tas- 
mania, since  1904  the  rate  varies  from  two  to  ten  per  cent 
for  direct  heirs,  and  from  four  to  ten  per  cent  for  collat- 
erals. In  New  Zealand  the  law  of  188 1  imposed  a  tax 
arranged  in  nine  classes,  with  rates  as  on  the  next  page : 
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2%  on  the  first ii,ooo 

3  "  "   next  4,000 

4  "  "   second    5,000 

5  "  "   third   5,000 

6  "  "   fourth  5,000 

7  "  "   third   10,000 

8  "  "   fourth 10,000 

9  "  "   fifth    10,000 

10  "  "   excess   above 50,000 

In  1885  the  classes  were  diminished  in  number,  but  the 
rates  were  augmented,  so  that  on  inheritances  up  to  f  1,000 
the  first  £100  paid  nothing,  and  the.  remainder  paid  two 
and  one-half  per  cent;  while  inheritances  between  £1,000 
and  £5,000  paid  three  and  one-half  per  cent;  those  from 
£5,000  to  £20,000,  seven  per  cent;  and  inheritances  of 
£20,000  or  over,  ten  per  cent.  In  several  instances  stran- 
gers in  the  blood  are  taxed  more  severely.  In  New  Zea- 
land, for  example,  in  the  case  of  strangers  the  graduation 
extends  to  thirteen  per  cent  of  the  inheritance,  and  in 
Queensland  to  twenty  per  cent.^ 

The  chief  provisions  of  the  Australasian  inheritance 
tax  are  reproduced  in  the  following  table  :^ 

Amount  Near  Distant  Stnmgen     Maidmum 

exempted        relatives  relatives  rate  applica- 

ble to  sums 
exceeding 

New  South  Wales. £1,000  i-  5%  2-10%  2-10%  £100,000 

Victoria    1,000  i- 5%  2-10%  2-10%  100,000 

South  Australia 500  iJ^-10%  1^-10%  15^-10%  (See  note) 

Queensland  200  1-5%  2-10%  4-^0%  20,000 

West  Australia 1,500  J^- 5%  1-10%  1-10%  100,000 

Tasmania    200  2-  6%  2-  6%  2-  6%  500 

New  Zealand (1904)      100  lYi- S%  25^-10%  2^-10%  20,000 
£200,000  for  near  relatives  and  £20,000  for  distant  relatives. 

*  The  laws  themselves,  with  full  details,  will  be  found  in  two  Eng- 
lish White  Books  on  Graduated  Income  Taxes  in  the  Colonies,  1905, 
Colonial  Office,  nos.  196  and  282.  See  also  West,  The  Inheritance 
Tax,  2nd  ed.  (1908),  pp.  66-76.  Cf.  Coghlan,  Statistical  Account  of 
Australia  and  New  Zealand,  published  annually,  and  the  new  Official 
Year  Book  of  the  Commonwealth  of  Australia,  published  for  the 
first  time  in  1908. 

'Compiled  from  Coghlan,  Statistical  Account  of  Australia  and 
New  Zealand,  1904. 
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(b)    Land  Taxes. 

Australasia  is  not  only  remarkable  for  possessing  the 
highest  graduated  inheritance  taxes  in  the  world,  but  it 
also  had,  at  least  up  to  the  year  1908,  the  distinction  of 
containing  the  only  Anglo-Saxon  state  which  has  applied 
the  progressive  principle  to  the  property  tax.  The  demo- 
cratic jealousy  of  large  estates,  which  is  responsible  for 
this  movement,  was  first  illustrated  in  the  Victorian  land 
tax. 

The  Victorian  law  was  enacted  in  1877.  All  estates 
over  640  acres  in  size  and  valued  at  over  £2,500,  are 
taxed  one  and  one-quarter  per  cent  on  the  capital  value 
after  deducting  £2,500.  The  valuation,  however,  is  on 
a  pastoral  basis,  according  to  the  sheep^rowing  capacity, 
irrespective  of  the  value  of  the  land  for  dairy  or  ag^- 
cultural  purposes.  In  this  sense  the  tax  may  be  said  to 
be  slightly  progressive.    The  rates  are  as  follows  :• 

Clan  Growing  sheep  per  acre  Value  per  acre 

1 2  or  more £4 

11 154   3 

III I    2 

rV Under    one i 

In  New  South  Wales  the  law  of  1895,  which  is  still  in 
force,  imposed  a  proportional  tax  of  one  per  cent  on  the 
imimproved  value  of  the  land.  In  the  other  colonies, 
however,  the  tax  is  graduated. 

In  South  Australia  the  law  was  enacted  originally  in 
1884;  but  the  progressive  principle  was  introduced  later. 
At  present  the  tax  on  unimproved  value  of  the  land  is  ^d. 
in  the  poimd,  with  an  additional  tax  of  J^d.  per  poimd  for 
the  unimproved  value  of  the  land  in  excess  of  £5,000.* 
In  the  case  of  absentees  who  have  been  away  from  the 

•  See  the  Victorian  Year  Book,  1905,  p.  138. 
*Coghlan,  Statistical  Account  of  Australia  and  New  Zealand, 
1904,  p.  677. 
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state  more  than  one  year,  twenty  per  cent  additional  is 
imposed. 

In  Tasmania  the  graduated  land  tax  was  introduced  in 
1902.     The  rates  are  as  follows: 

1/2  d  in  the  £  on  the  unimproved  value  under    £  5,000 

5/8  d  "    "    "  "    "              "            "  £  5,000-15,000 

3/4  d  "    "    "  "    "              "            "  15.000-40,000 

7/8  d  "    "    "  "    "              "            "  40,000^80,000 

There  is  also  a  deduction  of  }id.  in  the  pound  for 
mortgages.*^ 

It  is,  however,  in  New  Zealand  that  we  find  the  most 
interesting  application  of  the  progressive  principle  to 
the  land  tax.  By  the  New  Zealand  "land  and  income 
assessment  act"  of  September  8,  1891,  land  was  divided 
into  fourteen  classes.  Up  to  £5,000  value  the  ordinary 
penny  rate  in  the  pound  was  levied;  for  each  succes- 
sive class  an  additional  one-eighth  of  a  penny  was  im- 
posed, until  when  the  property  exceeded  £210,000  in  value 
it  paid  two  and  three-quarters  pence  in  the  pound.*  In 
the  case  of  absentees  (those  absent  from,  or  resident  out 
of,  the  colony  for  three  years  or  over)  the  scale  of  taxa- 
tion was  increased  twenty  per  cent  in  each  case.  A  dis- 
tinction was  drawn  between  the  land  proper  and  im- 

•  Coghlan,  op.  cit,  pp.  680,  681. 

•The  rates  additional  to  the  normal  penny  rate  were  as  follows: 

Property.                     Addition.  Property.                     Addition. 

£  5,000-10,000 1/8  d.         £  90,000-110,000 I      d. 

10,000-20,000 2/8  1 10,000-130,000 I  1/8 

20,000-30,000 3/8  130,000-150,000 12/8 

30,000-40,000 4/8  150,000-170,000 13/8 

40,000-50,000 5/8  170,000-190,000 14/8 

50,000-70,000 6/8  190,000-^10,000 15/8 

70,000-90,000 7/8  210,000  and  over 1 6/8 

For  further  details  and  for  the  purposes  of  the  measure,  see  the 
article  on  "Direct  Taxation  in  New  Zealand,"  by  Sir  Robert  Stout, 
in  the  Sydney  Quarterly,  March,  1892.  Cf.  also  C.  Dilke,  Problems 
of  Greater  Britain,  i,  p.  229. 
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provements.  In  the  case  of  the  ordinary  penny  rate,  im- 
provements up  to  £3,000  were  exempt,  and  the  amount 
of  any  outstanding  mortgage  was  deducted,  the  mortg^e 
being  assessed  to  the  mortgagee.  When  the  value  of  the 
land,  less  such  improvements  and  mortgages,  did  not  ex- 
ceed £1500,  an  exemption  of  £500  was  allowed,  after 
which  the  amount  of  the  exemption  diminished  one  pound 
for  every  two  pounds  increase  in  the  assessed  value  of 
the  land,  so  as  to  leave  no  exemption  when  the  value  ex- 
ceeded £2,500.  An  important  feature  of  the  law  was  that 
the  graduated  system  applied  only  to  the  unimproved  value 
of  the  land.  As  to  improvements,  the  tax  was  propor- 
tional. It  is  further  to  be  noted  that  while  in  the  case  of 
the  penny  rate  a  deduction  was  made  for  mortgages  on 
the  land,  no  such  deduction  was  made  in  the  case  of  land 
upon  which  a  graduated  tax  was  payable,  in  so  far  as 
such  graduated  tax  is  concerned.  Mortgagees,  moreover, 
were  never  liable  to  the  graduated  tax. 

In  1903  the  graduated  land  tax  was  increased  to  three 
per  cent  and  on  the  lower  class  the  rate  was  reduced.  The 
scale  now  rose  from  i/i6d.  to  3d.  The  rates  were  as 
follows : 

From  iSfOOO-    7,000  the  rate  was  i/i6d. 

7,000-  15,000  "  rises  i/i6d.  for  each  £2,000 
15,000-  30,000  "  "  i/i6d.  "  "  2,500 
30,000-210,000+   "         "     i/i6d.    "      "       5,000 

reaching  3d.  at  £210,000,  and  remaining  at  that  figure, 
i.  e.,  one  and  one-quarter  per  cent.  Absentees,  who  were 
now  declared  to  be  those  absent  from  the  state  for  at 
least  one  year,  were  taxed  fifty  per  cent  additional.'^ 

In  1907  the  rates  were  further  increased.  Up  to 
£40,000  the  old  rates  were  continued,  the  rate  on  land  of 
£40,000  to  £41,000  unimproved  value  being  eight  s.  per 

^  See  details  in  Coghlan,  A  Statistical  Account  of  Australia  and 
New  Zealand,  1904,  p.  686. 
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£100  (or  what  is  equivalent  to  two-fifths  of  one  per  cent)  ; 
for  every  additional  f  1,000  the  rate  is  augmented  by  one- 
fifth  of  a  shilling,  the  rate  reaching  a  maximum  at 
£200,000,  when  it  amounts  to  £2  per  £100,  i.  e,,  two  per 
cent.  After  19 10,  however,  the  new  progressive  scale  on 
land  over  £40,000  is  to  be  increased  by  twenty-five  per 
cent  in  the  case  of  all  land  other  than  "business  premises," 
so  that  the  maximum  rate  will  be  two  and  one-half  per 
cent  in  place  of  the  original  one  and  three-fourths  per 
cent.  This  is  in  addition  to  the  one  per  cent  proportional 
land  tax.  Moreover,  absentees  are  now  taxed  fifty  per 
cent  higher,  and  are  now  defined  as  all  those  who  have 
not  been  personally  present  for  at  least  one-half  of  the 
period  of  four  years  immediately  preceding  the  year  of 
assessment.® 

In  1907  the  land  tax,  both  proportional  and  graduated, 
yielded  only  £147,342,  or  less  than  five  and  one-half  per 
cent  of  the  total  revenue.® 

(c)    Income  Taxes, 

In  addition  to  the  progressive  inheritance  tax  and  pro- 
gressive land  tax,  we  also  find  in  Australasia  progressive 
income  taxes. 

Victoria  first  imposed  an  income  tax  in  1895  ^^^  three 
years.  £200  were  uniformly  exempted  except  in  the  case 
of  absentees.  In  the  case  of  incomes  from  personal  exer- 
tion, the  progressive  rates  were  fixed  as  follows : 

4d.  in  the  pound  on  the  first  iiooo  oyer  the  exemption. 
6d.  "    "       "        "    "    next   1000     "       " 
8d  "    "       "        "  all  mcomes  over  £2200. 


•For  details  see  New  Zealand  Official  Year  Book,  1907,  p.  642. 
For  the  earlier  history  of  the  land  tax,  see  the  article  "Taxation  of 
Land  Values  in  Australasia,"  The  Economic  Journal,  xiv  (1904), 
p.  401. 

*New  Zealand  Official  Year  Book,  1907,  p.  510. 
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On  incomes  from  property  the  rates  were  doubled.  The 
scale  of  progression  was  changed  in  1903,  in  1904,  and 
again  in  1905.  The  1905  scale,  in  the  case  of  incomes 
from  personal  exertion  is  as  follows: 

3d.  in  the  pound  up  to  £500 
4d.   "    "       "      500  to  1000 
5±  "    "       "    1000  to  1500 
6d.  on  incomes  over  1500 

In  the  case  of  property  incomes,  however,  double  rates 
are  assessed.  The  minimimi  amount  taxable  is  £157, 
there  being  an  exemption  of  £100  on  incomes  between 
£157  and  £500.^® 

In  Queensland  the  income  tax  law  of  1902  was  amended 
in  1904  so  as  to  provide  for  the  following  rates : 

On  incomes  from  personal  exertion,  iioo  are  exempt 

Incomes  from  iioo  to  125  pay  a  fixed  sum  of  10  s. 

Incomes  from  £125  to  150  pay  a  fixed  sum  of  £1, 

On  incomes  from  £150  to  300  the  rate  is  6d.  on  every  pound  in  excess 

of  iioo. 
On  incomes  from  £300  to  500  the  rate  is  6d.  in  the  pound  without 

exemption. 
On  incomes  from  £500  to  1000  the  rate  is  6d.  in  the  pound  for  the 

first  £500  and  7d.  in  the  pound  on  the  surplus. 
On  incomes  from  iiooo  to  1500  the  rate  is  7d.  in  the  pound  for  the 

first  iiooo  and  8d.  in  the  pound  on  the  surplus. 
On  incomes  over  £1500  the  rate  is  8d.  in  the  pound. 

In  the  case  of  incomes  from  property  the  rates  are  as 
follows:*^ 

Incomes  from  iioo  to  £120  pay  £1. 

Incomes  from  £120  to  £300  pay  i  s.  in  the  pound  over  £100. 

Incomes  over  £300  pay  i  s.  in  the  pound  without  exemptions. 

In  South  Australia  the  income  tax  was  originally  in- 
troduced in  1884,  ^^d  is  now  in  force  as  follows.  In- 
comes from  personal  exertion  pay  4j4  d.  in  the  pound  up 

*•  Victorian  Year  Book,  1905,  by  E.  T.  Drake,  Government  Statis- 
tician, pp.  130,  131. 
"  Coghlan,  op  cit.,  p.  677. 
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to  £800,  and  7d.  in  the  pound  on  the  excess.  On  incomes 
from  property  the  rates  are  9  d.  in  the  pound  up  to  £800, 
and  I3>^d.  in  the  pound  on  the  excess.  There  is  an  ex- 
emption of  £150  in  all  cases  as  long  as  the  income  is  below 
£400.  Beyond  that  point  there  is  no  exemption.  Fur- 
thermore, there  is  no  exemption  at  all  for  absentees  who 
are  defined  as  those  who  have  been  absent  one  year.^^ 

In  Tasmania  the  arrangement  is  somewhat  different. 
The  ordinary  rates  are  6d.  in  the  pound  on  incomes  from 
business,  and  i  s.  in  the  pound  on  incomes  from  property. 
There  is,  however,  an  exemption  of  £100,  and  there  are, 
moreover,  various  deductions,  arranged  as  follows : 

From  £100-110  the  deduction  is  £80 
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In  1904  an  important  change  was  made,  whereby  the 
income  tax  proper  was  limited  to  income  from  property, 
and  to  corporate  income,  while  all  unearned  incomes  were 
henceforth  subjected  to  the  "tax  on  ability."^^  This  tax 
on  ability,  or  non-inquisitorial  income  tax,  as  it  is  also 
called,  seeks  to  ascertain  the  tax-payer's  income  by  a  ref- 
erence to  the  rental  of  the  house  he  occupies.  The  tax- 
payer's income  is  determined  according  to  the  following 
schedule : 

When  the  assessed  annual  value  of  the  house  is  under  £30  the  taxable 

amount  is  five  times  that  sum. 
When  the  assessed  annual  value  is  from  £30  to  40  the  taxable  amount 

is  six  times  that  sum. 


^  Coghlan,  op,  cit,  p.  678. 

"•An  act  to  levy  a  tax  upon  persons  in  proportion  to  their  means 
or  ability.    4  Edw.  VII,  no.  17  (1904). 


Digitized  by 


Google 


lOO  American  Economic  Association  [662 

When  the  assessed  annual  value  is  from  £40  to  60  the  taxable  amount 

is  seven  times  that  sum. 
When  the  assessed  annual  value  is  from  £60  to  80  the  taxable  amount 

is  eight  times  that  sum. 
When  the  assessed  annual  value  is  from  £80  to  100  the  taxable  amount 

is  nine  times  that  sum,  and  when  it  is  iioo  or  over,  the  taxable 

amount  is  ten  times  that  sum. 
When  the  taxable  amount  aggregates  £60  and  over,  an  exemption  of 

£30  is  permitted,  and  there  is  a  further  reduction  of  iio  for  each 

child  under  the  age  of  seventeen  when  the  taxable  amount  is 

under  £100.    Furthermore,  there  is  an  additional  exemption  as 

follows : 

When  the  taxable  amount  is  under  £60  the  amotmt  of  tax  is  28.  6d. 

"        "  "       "  100-115        "         "  "       "  2d.  •• 

"       "        "  "       **  im— 1^0        "         **  "       "  id-  ** 

a  u  u  u  u    i5Q_4oo  "  "  "  "  4d.    ** 

"       "        "  "       "  400  and  over,  the  amount  of  tax  is  4d.  in 

the  pound  for  the  first  £400  and  6d.  on  the  excess. 

There  are  slightly  lower  rates  for  occupiers  of  prop- 
erty partly  occupied  for  business  and  for  property  occu- 
pied for  agricultural  purposes.  There  are  also  slightly 
different  rates  for  lodgers.^*  The  Tasmanian  ability  tax 
is  thus  really  a  progressive  rentals  tax,  like  that  found  in 
France,  but  very  much  more  elaborate  in  character. 

Finally,  in  New  Zealand,  the  income  tax  law  which  has 
been  in  force  since  1891,  applies  only  a  slightly  prog^res- 
sive  scale.  The  rate  is  6d.  in  the  pound  on  the  first  taxa- 
ble £1,000,  and  I  s.  on  each  additional  £1,000.  £300 
are  exempt  except  in  the  case  of  absentees. 

"For  details  see  Coghlan,  op  cit.,  pp.  681,  683,  and  especially  the 
full  account  of  the  system  in  the  White  Book  entitled  Further  Return 
on  Graduated  Income  Tax  (Colonies),  1905,  Colonial  Office,  no.  282. 
This  entire  supplementary  report  of  71  pages  is  devoted  to  Tasmania. 
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§  IS.     The  United  States. 

In  the  United  States  the  progressive  principle  has  been 
applied  to  no  less  than  six  classes  of  imposts,  namely, 
the  house  tax,  the  income  tax,  the  business  tax,  the  cor- 
poration tax,  the  inheritance  tax  and  the  land  tax. 

The  progressive  tax  on  dwelling  houses,  which  was 
levied  by  the  Federal  government  at  the  end  of  the  eigh- 
teenth century,  has  been  described  above,  ^  and  needs  no 
further  mention  here.  The  next  important  illustration  of 
the  progressive  principle  is  to  be  found  in  the  income  tax 
during  the  Civil  War.^  * 

(a)   The  Income  Tax. 

The  income  tax,  although  discussed  during  the  war  of 
1 812,  was  first  introduced  into  our  national  financial  sys- 
tem during  the  opening  years  of  the  Civil  War.  The  ori- 
ginal act  of  1 86 1  provided  for  a  proportional  tax  on  the 
excess  on  all  incomes  over  $800.  This  law,  however,  for 
several  reasons  not  necessary  to  explain  here,  was  never 
put  in  force.  The  first  law  actually  executfed,  that  of  July 
I,  1862,  provided  for  a  general  tax  on  so  much  of  all  in- 
comes as  exceeded  $600.  From  $600  to  $10,000  the  rate 
was  three  per  cent;  above  that  five  per  cent.^  The  minor 
variations  for  different  sources  of  income  do  not  interest 
us  in  this  place.  The  commissioner  of  internal  revenue, 
in  his  first  report,  advocated  a  further  graduation  of  the 
tax,  making  the  full  rate  beg^n  only  with  incomes  of 
$20,000.    He  proposed  a  four  per  cent  tax  for  incomes 

*  Page  29. 

*It  is  to  be  regretted  that  the  account  of  the  income  tax,  in 
Lalor's  Cyclopedia  of  Political  Science,  ii,  p.  480,  should  be  so 
inaccurate. 

•Act  of  July  I,  1862,  §§  89-93. 
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from  $5,000-10,000,  a  five  per  cent  tax  from  $10,000- 
20,000,  and  a  five  and  a  half  or  six  per  cent  tax  above 
$20,000.^  The  plan,  although  with  somewhat  different 
figures,  was  adopted  in  the  new  law  of  1864.  Incomes 
were  now  divided  into  three  classes.  On  incomes  below 
$5,000  the  rate  was  five  per  cent  on  the  excess  above  $600 ; 
incomes  from  $5,000-10,000  paid  seven  and  a  half  per 
cent ;  incomes  above  $10,000  paid  ten  per  cent.'  The  spe- 
cial additional  income  tax  of  1864  was,  however,  propor- 
tional, not  progressive.® 

Secretary  Fessenden,  in  his  report  for  1864,  defended 
the  progressive  income  tax  in  the  following  words :  "The 
adoption  of  a  scale  augmenting  the  rate  of  taxation  upon 
incomes  as  they  rise  in  amount,  although  unequal  in  one 
sense,  cannot  be  considered  oppressive  or  unjust,  inas- 
much as  the  ability  to  pay  increases  in  much  more  than 
arithmetical  proportion  as  the  amoimt  of  income  ex- 
ceeds the  limit  of  reasonable  necessity.''  Congress  was 
evidently  of  his  opinion,  for  it  continued  the  principle, 
although  in  1865  one  of  the  classes  was  omitted.  By 
this  law  all  incomes  below  $5,000  paid  five  per  cent  on 
the  excess  over  $600;  while  all  incomes  over  $5,000  now 
paid  ten  per  cent.®  After  the  Civil  War  was  over,  and 
the  need  of  large  revenues  diminished,  the  rate  of  the  tax 
was  reduced  and  made  uniform,®  and  the  limit  of  ex- 
emption was  gradually  increased  until  the  tax  itself  came 
to  an  end  in  1872.     The  interesting  history  of  the  tax,  as 

*  Report  of  the  Commissioner  of  Internal  Revenue  for  the  Year 
ending  June  so,  1863,  p.  11. 

•Act  of  June  30,  1864,  §§  1 16-123. 

•  Joint  Resolution  no.  77^  July  4,  1864. 

^  Report  of  the  Secretary  of  the  Treasury,  1864,  p.  15. 

"Law  of  March  3,  1865,  Thirty-eighth  Congress,  Second  Session, 
chap.  78. 

•Law  of  March  2,  1867,  Thirty-ninth  Congress,  Second  Session, 
chap.  169. 
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well  as  a  comparison  with  other  taxes  and  a  criticism  of 
the  results,  must  be  reserved  for  another  place,  as  the 
mere  fact  of  graduation  was,  in  itself,  not  of  great  impor- 
tance as  compared  with  some  of  the  other  features  of 
the  tax. 

The  principle  of  progression  was  also  applied  to 
the  income  taxes  of  the  Confederacy  during  the  Civil 
War.  By  the  law  of  April  24th,  1863,  all  salaries,  except 
those  of  naval  and  military  officers,  were  taxed  one  per 
cent  if  not  exceeding  $1,500,  but  two  per  cent  on  any 
excess.^®  All  other  incomes,  from  property,  labor,  etc., 
were  taxed  according  to  a  much  more  severe  scale.  In- 
comes below  $500  were  exempt ;  from  $500  to  $1,500  the 
rate  was  five  per  cent;  on  all  incomes  over  $1,500  and 
less  than  $3,000,  five  per  cent  was  levied  on  the  first 
$1,500  and  ten  per  cent  on  the  remainder;  incomes  be- 
tween $3,000  and  $5,000  paid  ten  per  cent;  incomes  be- 
tween $5,000  and  $10,000  paid  twelve  and  a  half  per 
cent;  incomes  of  $10,000  and  over  paid  fifteen  per  cent.*^ 
Special  provision  was  made  for  joint  stock  companies 
and  corporations.  A  general  tax  of  ten  per  cent  was  lev- 
ied on  their  profits.  But  when  they  made  a  profit  of  be- 
tween ten  and  twenty  per  cent  on  their  capital  stock  paid 
in,  they  were  taxed  twelve  and  a  half  per  cent  on  the 
profits;  in  case  the  profits  exceeded  twenty  per  cent  the 
tax  was  as  high  as  sixteen  and  two-thirds  per  cent.  The 
amendatory  act  of  February  17,  1864,  exempted  salaries 
of  $1,000,  but  made  no  changes  in  the  rates. 

Graduated  income  taxes  have  not  been  confined  to  the 
national  government.  They  are  also  found  in  the  separate 
commonwealths,  especially  in  the  South. 

^In  Matthews,  The  Statutes  at  Large  of  the  Confederate  States 
of  America,  p.  120 ;  Statute  iii,  chap.  38,  sec.  7. 

^Ibid.,  sec.  8,  vi.  CfrJ.  C.  Schwab,  The  Confederate  States  of 
America,  1861-1865,  1901,  p.  300. 
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In  Virginia  the  income  tax  has  existed  since  1843.  It 
was  at  first  a  tax  on  salaries  and  professional  incomes, 
and  a  partial  tax  on  f imded  incomes.  It  afterwards  be- 
came a  more  general  income  tax.  In  1852  the  tax  was 
made  degressive,  but  the  graduated  scale  was  applied  only 
to  personal  incomes.  On  incomes  derived  from  salaries 
and  official  fees,  the  rates  were  as  follows :  one- fourth  of 
one  per  cent  when  the  annual  income  exceeded  $100,  and 
such  excess  was  not  more  than  $250 ;  one-half  of  one  per 
cent  when  such  excess  varied  from  $250  to  $500 ;  three- 
fourths  of  one  per  cent  when  such  excess  varied  from 
$500  to  $1,000,  and  one  per  cent  when  such  excess  was 
more  than  $1,000.^^  Professional  incomes  of  physicians, 
surgeons  and  dentists  were  taxed  as  follows :  If  the  an- 
nual income  exceeded  $400  and  the  excess  was  less  than 
$600,  the  tax  was  one-half  of  one  per  cent  on  such  excess 
in  addition  to  a  $5  license  tax;  if  the  excess  varied  from 
$600  to  $1,000  the  rate  was  three-fourths  of  one  per  cent  ; 
if  the  excess  exceeded  $1,000  the  rate  was  one  per  cent.^* 
In  1856  the  progressive  tax  on  incomes  from  salaries 
or  fees  was  doubled ;  but  the  progressive  rate  previously 
applied  to  professional  incomes  was  converted  into  a  pro- 
portional rate.**  In  1861  the  progressive  rate  on  incomes 
from  salaries  or  fees  was  abandoned  and  the  graduated 
scale  was  thus  dropped  from  the  entire  tax.*^ 

During  the  Civil  War  several  other  Southern  states  im- 
posed an  income  tax,  two  of  them  with  a  progressive 
scale.  This  was  the  case  in  North  Carolina,  described 
below,  and  in  Georgia. 

The  most  remarkable  example  is  that  of  Georgia.     The 

"  Va.  Laws  of  1852,  chap.  17,  sec  2. 
"•  Va.  Laws  of  1852,  chap.  17,  sec  13. 
"  Va.  Laws  of  1855-6,  chap.  9,  sec  28. 

^  Cf,  in  general,  D.  O.  Kinsman,  The  Income  Tax  in  the  American 
Commonwealths,  1903,  pp.  40-45. 
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law  of  1863  made  the  tax  proportional  to  the  percentage 
of  profits  on  the  capital  invested.*®  If  the  income  was 
twenty  per  cent  of  the  capital,  the  tax  was  one-half  of 
one  per  cent  If  the  incomp  was  twenty  to  thirty  per 
cent  of  the  capital,  the  tax  was  one  and  one-half  per  cent ; 
and  for  every  increase  of  ten  per  cent  in  the  percentage 
of  profits  to  capital,  the  rate  increased  one-half  of  one 
per  cent  ad  infinitum.  The  result  was  that  when  the 
profits  equalled  the  capital  invested,  the  rate  would  be 
five  per  cent,  and  if  the  profits  were  ten  times  the  capital, 
the  entire  profits  would  go  as  taxes.  It  actually  hap- 
pened that  with  the  depreciation  of  paper  money  several 
people  made  nominal  profits  on  a  small  capital  at  these 
higher  rates,  and  were  thus  assessed  at  practically  all  of 
their  profits.*''  In  1863  the  law  was  changed,  making  the 
tax  rate  proportional  to  the  amount,  instead  of  to  the  per- 
centage, of  the  income.  On  all  incomes  over  eight  per 
cent  of  capital  the  rates  were  as  follows  :*® 

Income.                          Rate  (^)                              Income.                       Rate  (^) 
$1,000-10,000 5  $30,000-  50,000 15 

10,000-15,000 75^  50,000-  75,000 1754 

15,000^20,000 10  75,000-100,000 20 

20,000-30,000 I2j4  Over  100,000 25 

The  income  tax  law,  after  minor  changes,  which,  how- 
ever, did  not  affect  the  principle  of  progression,  was  re- 
pealed at  the  close  of  the  war  in  1866,  having  led  to  much 
trouble  and  dissatisfaction. 


"Georgia  Laws  of  1863,  Extra  Session,  title  xviii,  sec.  156.  Kins- 
man, op,  cit.,  pp.  93-96. 

''A  brewer,  for  instance,  invested  $50  and  made  $1500,  or  3000% 
on  his  investment.  He  was  informed  that  his  tax  amowited  to 
$2225.  On  remonstrating  that  this  was  more  than  the  entire  amount 
of  property  which  he  possessed,  the  tax  collector  is  reported  to  have 
said:  "Very  well,  give  me  all  you  have  and  I  will  take  a  note  for 
the  rest"    Southern  Watchman,  June  17,  1863. 

"  Ga.,  Laws  of  1863-4;  Regular  Session,  no.  75,  sec.  2. 
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In  one  of  the  border  states  also  we  find  an  example  of 
a  progressive  income  tax  during  the  Civil  War.  In  1863 
West  Virginia  adopted  the  old  law  of  Virginia,  which 
had,  as  we  know,  in  the  meantime  been  changed.  Ac- 
cording to  this  law  a  progressive  rate  was  imposed  on 
incomes  from  any  office  or  employment,  except  minis- 
ters of  the  gospel,  with  rates  as  follows  :^® 

H  of  1%     if  the  income  was  between  $250  and    $500 
1%       "  "         "        "        $500   "    $1,000 

i^%       "  "         "    over     $1,000 

This  attempt,  however,  to  tax  incomes  was  so  unsuc- 
cessful that  it  was  not  repeated.^® 

We  still  have  several  instances  of  graduated  income 
taxes  in  the  United  States.  These  are  found  in  North 
Carolina,  South  Carolina  and  Oklahoma. 

In  North  Carolina  the  income  tax  dates  from  1849.  I^ 
was  at  first  a  tax  on  comemrcial  and  precarious  incomes, 
but  was  gradually  changed  until  it  became  a  tax  on  in- 
comes from  property  not  already  taxed.  The  fax  was  or- 
dinarily proportional,  with  the  exception  of  a  few  years 
during  the  Civil  War.  Thus,  in  1864,  the  profits  made  by 
the  exchange,  or  in  the  manufacture,  of  cloth  and  woolen 
goods,  leather  and  leather  goods,  iron  and  tobacco,  and 
the  profits  made  in  the  manufacture  of  salt  were  taxed 
five  per  cent  if  the  profits  did  not  exceed  $10,000.  From 
$10,000  to  $20,000,  however,  the  rate  of  the  tax  was 
twelve  per  cent.  From  $20,000  to  $30,000  the  rate  was 
fifteen  per  cent.^* 

In  1866,  however,  all  incomes  (except  those  from  sal- 

"  W.  Va.,  Laws  of  1862-3,  chap,  64,  sec  8. 

•  Kinsman,  op,  cit,  p.  97. 

"  N.  C,  Laws  of  1864,  chap.  27. 
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aries  and  fees)  were  taxed  according  to  a  progressive 
scale  as  follows  :^^ 

From  $500-1000 1% 

2000-3000 2 

3000-4000 2j4 

4000-5000 3 

5000  and  over 3^4 

In  1867  the  progression  was  materially  reduced,  the 
rates  now  being  one-half  of  one  per  cent  on  incomes  be- 
tween $500  and  $3,000,  and  one  per  cent  on  incomes  over 
$3,000.^*  In  1868  the  new  constitution  prohibited  the 
taxation  of  income  derived  from  property  already  taxed, 
and  in  1869  the  income  tax  was  again  made  proportion- 
al.24 

It  was  not  until  1893  that  the  principle  of  progres- 
sion was  reintroduced.  According  to  the  law  of  1893  the 
rate  was  five  per  cent  on  all  profits  and  incomes  derived 
from  property  not  taxed ;  incomes  from  salaries  and  fees 
paid  one-half  of  one  per  cent  on  the  excess  ©ver  $1,000; 
all  other  incomes  paid  the  following  rates  '}^ 

Excess  over  $1,000  to  $5,000, — }i  of  i  per  cent. 

"            5,000  to  10,000,— J4  "    I        " 

"          10,000  to  20,000,— J^  "    I        " 

20,000,  I 

The  arrangement,  it  will  be  remembered,  is  the  same 
as  in  some  of  the  Swiss  cantons,  like  Basel  and  Schaff- 
hausen.  In  1895  the  rates  were  slightly  raised,  as  fol- 
lows :2« 

Incomes  in  excess  of  $1,000  to  $5,000  paid  %  oi  1% 
"       "        "     5,000  to  10,000     "    Yt  "  1% 
"       "        "  10,000  to  20,000     "    1% 
"         "       "        "  20,000  "    2% 

"  N.  C,  Laws  of  1866,  chap.  21,  schedule  A.,  sec.  8. 

"  N.  C,  Laws  of  1866-7,  chap.  72,  schedule  A. 

*•  N.  C,  Laws  of  1868-9,  chap.  108.  Cf.  also  Kinsman,  op.  cit,  p.  69. 

^  North  Carolina  Revenue  Act,  1893,  schedule  A,  sec.  5. 

"  N.  C,  Laivs  of  1895,  chap.  116,  schedule  A,  sec  5. 
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These  rates  are  still  in  force.  The  law,  however,  has 
been  a  complete  failure,  as  a  revenue  measure.  During 
the  year  ending  1902,  the  revenue  from  the  income  tax 
was  precisely  $18.^^ 

The  other  existing  example  of  a  progressive  income 
tax  is  in  South  Carolina.  In  that  state,  after  the  national 
income  tax  had  been  declared  unconstitutional,  a  progres- 
sive income  tax  was  introduced  in  1897,  with  the  follow- 
ing rates  :^® 

Incomes  from  $2,500  to  $5,000  paid 1% 

5,000  to    7,500     "    1^% 

7,500  to  15,000     "    2% 

15,000  and  over    "     3% 

This  also  has  until  recently  been  a  complete  failure,  the 
revenue  in  1902  amounting  to  only  $414  for  the  entire 
state.  Beginning  in  1905,  however,  a  more  energetic  at- 
tempt has  been  made  to  enforce  the  law,  with  the  result 
that  the  revenue  has  slowly  increased.  In  1907  it  amounted 
to  over  $36,000,  which  is  still  a  pitiful  figure  when  com- 
pared with  the  yield  of  the  property  tax.  The  progressive 
income  taxes  now  in  force  in  the  United  States  may  thus 
be  said  to  be  in  reality  only  paper  taxes.  Whether  the 
same  will  be  true  of  the  latest  attempt  to  levy  a  progres- 
sive income  tax  remains  to  be  seen.  This  attempt  is  being 
made  in  the  new  state  of  Oklahoma, 

In  May,  1908,  a  so-called  professional  income  tax  was 
imposed  in  Oklahoma.  The  tax  is  levied  on  all  incomes 
from  salaries,  fees,  professions,  and  property  upon  which 
a  gross  receipts  or  excise  tax*®  has  not  been  paid,  in  excess 

"  Cf.  Seligman,  "The  Income  Tax  in  the  American  Colonies  and 
States,"  Political  Science  Quarterly,  x  (1895),  p.  241. 

"  South  Carolina,  Laws  of  1897,  no.  335. 

•The  gross  receipt  tax  referred  to  means  the  so-called  "gross 
revenue  tax"  of  1908,  which  imposes  a  tax  on  the  gross  receipts  of  all 
public  service  corporations,  of  all  mining  corporations  and  of  petro- 
leum and  natural  gas  companies.    The  rates  vary  in  the  case  of 
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of  $3,500.     The  rates  are  as  follows: 

5     mills  (J4  of  1%)  on  the  excess  over  $3,500  up  to  $5,000 
7J4     "     (^ofi%)      " 
12        "     (     1.2%   )      •• 

15  "  (  1.5%  )  " 
20  "  (  2%  )  " 
Z3}i     "     (    3H%  )  on  all  amounts  over  $100,000. 

Every  tax  payer  is  required  to  sign  a  certificate  of  his 
income.  The  assessor  in  the  township  is  to  send  to  the 
State  auditor  lists  of  income  recipients  who  have  not 
filled  out  the  blanks.  The  auditor  then  may  take  such 
steps  as  he  deems  necessary  to  require  any  such  person  to 
make  proper  return  of  his  income,  and  he  may  also  sum- 
mon witnesses.  The  result  of  the  Oklahoma  experiment 
will  be  watched  with  interest. 

Outside  of  these  few  cases  of  a  graduated  income  tax, 
the  only  examples  of  progressive  taxation  in  the  Ameri- 
can commonwealths  were  until  recently  found  in  connec- 
tion with  the  business  taxes  in  the  Southern  states  and 
with  the  corporation  taxes,  to  which  we  shall  now  turn 
our  attention. 

(b)  Business  and  Corporation  Taxes. 
In  many  of  the  Southern  states  and  commonwealths 
the  license  or  business  or  excise  or  occupation  taxes,  as 
they  are  variously  called,  are  arranged  by  classes,  each 
class  of  tax-payers  paying  a  fixed  sum,  graduated  accord- 
ing to  sales  or  purchases  or  receipts  or  capacity  or  capital 
stock  or  number  of  years  in  operation  or  size  of  town. 
Examples  of  these  are  the  Texas  occupation  tax  on  mer- 

public  service  corporations  from  one-quarter  of  one  per  cent  on  the 
gross  receipts  of  water  works  companies  to  three  per  cent  on  the 
gross  receipts  of  express  and  car  companies.  In  the  case  of  mining 
companies  the  tax  is  two  per  cent  on  coal  and  one-half  of  one  per 
cent  on  lead,  zinc,  jack,  gold,  silver  and  copper.  The  latter  rate 
also  applies  to  asphalt,  petroleum,  mineral  oil  and  natural  gas  com- 
panies.   Oklahoma  Session  Laws  of  1^7-1908,  p.  640. 
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chants,  which  varies  from  $3  on  purchases  of  less  than 
$2,000  to  $300  on  purchases  over  $750,000 ;  the  Tennes- 
see tax  on  cotton  seed  oil  mills,  which"  varies  from  $15  to 
$350,  according  as  the  press  uses  from  1,000  to  100,000 
tons ;  and  the  Virginia  tax  on  distillers  of  liquors,  which 
varies  from  a  rate  of  $30  for  a  daily  capacity  of  10  bushels 
of  mash  to  $500  for  a  capacity  of  300  bushels,  with  an 
additional  tax  of  $200  for  every  successive  100  bushels. 
This  system  is,  howevert  akin  to  the  graduated  scales  in 
the  French  impot  des  patentes  mentioned  above*^  and  is 
of  slight  importance. 

The  graduated  corporation  taxes,  however,  deserve  a 
somewhat  fuller  mention.  They  are  found  in  various 
states.  In  Maine  the  "excise  tax"  on  railroad  companies, 
originally  enacted  in  1881,  varied  from  one- fourth  of 
one  per  cent  to  three  and  a  quarter  per  cent  of  the  gross 
earnings,  the  lowest  rate  being  applied  when  the  earn- 
ings did  not  exceed  $2,250  per  mile,  and  the  rate  in- 
creasing one-fourth  of  one  per  cent  for  every  $750  earn- 
ings per  mile  until  the  minimum  rate  was  reached.^^  In 
1893  the  point  at  which  the  minimum  rate  was  applied 
was  limited  to  $1,500  per  mile,  and  the  tax  was  now  made 
applicable  to  telegraph  and  telephone  companies.**  In 
1 901  the  rates  were  again  altered  so  as  to  be  one-half  of 
one  per  cent  when  gross  earnings  are  under  $1,000;  three- 
fourths  of  one  per  cent  when  gross  earnings  are  between 
$1,500  and  $2,000;  and  one- fourth  of  one  per  cent  ad- 
ditional for  each  $500  of  gross  receipts,  until  the  rate 
reaches  four  per  cent.  In  Maryland,  where  railroads 
have  been  for  many  years  taxed  on  their  gross  receipts, 
the  law  of  1896  graduated  the  tax  at  the  rate  of  eight- 
tenths  of  one  per  cent  on  the  first  $1,000  gross  receipts 

"P.  89. 

"  Maine,  Revised  Statutes,  title  i,  sec.  42. 

"  Maine,  Acts  of  1893,  ch.  166. 


Digitized  by 


Google 


673]  Progressive  Taxation  in  Theory  and  Practice     iii 

per  mile,  one  and  one-half  per  cent  when  the  receipts  vary 
from  $1,000  to  $2,000  per  mile,  and  two  per  cent  on  all 
earnings  over  $2,000  per  mile.^*  In  Virginia  the  tax  on 
telephone  companies  is  graduated  from  50c  to  $1.50  per 
telephone,  according  to  the  number  of  telephones.  In 
Tennessee  the  tax  on  electric  light  companies  is  $20  for 
a  capacity  of  under  2,500  lights,  rising  to  $500  for  a 
capacity  of  over  10,000  lights.  These  rates  apply,  how- 
ever, only  in  cities  from  50,000  to  100,000  population. 
In  the  smaller  towns  the  figures  vary  slightly. 

In  the  case  of  three  commonwealths,  the  former  gradu- 
ated system  of  gross  earnings  taxation  applicable  to  trans- 
portation companies  has  recently  been  abandoned.  Thus, 
in  Wisconsin,  the  so-called  "license  fees"  on  railroads 
were,  under  the  law  of  1889,  five  dollars  per  mile  on  earn- 
ings under  $1,500  per  mile;  the  same  plus  two  per  cent  on 
the  excess  over  $1,500,  when  earnings  varied  from  $1,500 
to  $3,000;  and  four  per  cent  when  earnings  exceeded 
$3,000  per  mile.**  In  1897  the  rates  were  somewhat  in- 
creased, but  in  1903  the  whole  system  was  abolished.  A 
graduated  license  fee,  however,  still  exists  for  telephone 
companies,  and  for  electric  light  and  power  companies. 
In  the  latter  cases,  when  the  gross  receipts  are  less  than 
$800,000,  the  tax  is  one  and  one-half  per  cent  on  the  first 
$250,000  and  two  per  cent  op  the  rest ;  when  the  gross  re- 
ceipts are  over  $800,000  the  rates  are  increased  to  three 
and  one-half  and  four  per  cent  respectively.  In  Michigan 
the  "specific  tax"  on  railroads  ranged  from  two  to  two 
and  a  half,  three,  three  and  a  half,  and  four  per  cent,  ac- 
cording as  the  earnings  were  less  than  $2,000  a  mile, 
$2,000  to  $4,000,  $4,000  to  $6,000,  $6,000  to  $8,000,  or 
over  $8,000,  a  mile.*'^     In  1897  the  rates  were  increased 

"  Maryland,  Act  of  March  27, 18^. 

■*  Wisconsin,  Annotated  Statutes,  1889,  §  1213. 

"  Michigan,  Laws  of  1893,  no.  129. 


Digitized  by 


Google 


112  American  Economic  Association  [674 

so  as  to  range  from  two  and  one-half  to  five  per  cent.  In 
1900,  however,  the  entire  system  of  taxation  of  gross 
receipts  was  abandoned.  Finally,  in  Vermont,  according 
to  the  law  of  1882,  the  rate  of  tax  on  railroad  companies 
was  two  per  cent  for  the  first  $2,000  earnings  per  mile, 
three  per  cent  for  the  first  additional  $1,000;  four  per 
cent  for  the  next  additional  $1,000;  five  per  cent  for 
everything  over  $4,000  earnings  per  mile.  In  1890,  how- 
ever, the  tax  was  made  proportional.^* 

(c)     Inheritance  Taxes, 

The  next  example  of  progressive  taxation  in  the  United 
States  is  to  be  found  in  the  graduated  inheritance  taxes. 
The  last  few  years  have  seen  a  decided  impetus  to  the 
movement  in  favor  of  a  graduated  scale  in  this  class  of 
taxes. 

In  1898,  during  the  Spanish  War,  the  Federal  govern- 
ment imposed  a  tax  on  legacies  and  distributive  shares  on 
personal  property  over  $10,000.  The  minimum  rates 
varied  from  three-fourths  of  one  per  cent  to  five  per 
cent,  being  graduated  according  to  relationship;  but  the 
rates  were  increased  one-half  for  sums  between  $25,000 
and  $100,000;  doubled  for  sums  between  $100,000  and 
$500,000;  multiplied  by  two  and  one-half  for  sums  be- 
tween $500,000  and  $1,000,000;  and  multiplied  by  three 
for  sums  over  $1,000,000.  The  maximum  rate  was  thus 
fifteen  per  cent  on  the  highest  amounts.  The  Supreme 
Court  of  the  United  States  decided,  however,  that  the 
rates  were  applicable  only  to  the  individual  shares  re- 
ceived by  the  legatees  and  not  to  the  entire  amounts  left 
by  the  testator.  This  inheritance  tax  was  repealed  in 
1902,  when  the  need  of  a  war  revenue  had  disappeared. 

Progressive  inheritance  taxes  are  now,  however,  found 


'  Vt.,  Laws  of  1890,  chap.  3i  p.  5- 
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in  several  of  the  separate  commonwealths.  The  move- 
ment began  in  Ohio,  where  a  law  was  passed  in  1894, 
applying  the  progressive  principle  to  the  tax  on  direct  in- 
heritances over  $20,000.  The  rates  varied  from  one  per 
cent  on  inheritances  from  $20,000  to  $50,000,  up  to  five 
per  cent  on  inheritances  over  $1,000,000.  This  tax  was, 
however,  declared  unconstitutional  in  1895,  and  has  since 
then  not  been  replaced.*'' 

Illinois  followed  in  1895  with  a  progressive  tax  in 
which  the  graduation  applied,  however,  only  to  distant 
relatives  or  strangers.  This  tax  was  upheld  as  constitu- 
tional by  the  state  courts  and  finally  also  in  1898  by  the 
Supreme  Court  of  the  United  States. 

From  this  time  on,  therefore,  the  progressive  movement 
spread  with  increasing  celerity.  In  1901  the  progressive 
principle  was  adopted  in  four  states,  Nebraska,  Colorado, 
Washington  and  North  Carolina.  In  the  first  three  states 
the  progressive  scale  does  not  apply  to  direct  relatives, 
and  in  North  Carolina,  where  it  originally  applied  also  to 
direct  relatives,  an  amendment  in  1903  made  the  gradua- 
tion applicable  only  to  distant  relatives.  In  1903  the 
principle  of  progression  spread  to  Wisconsin  and  Oregon, 
the  graduated  scale  applying  in  Wisconsin  to  all  rela- 
tives, and  in  Oregon  to  the  more  distant  ones.  In  1905 
California,  Minnesota  and  South  Dakota  accepted  the  pro- 
gressive principle,  the  first  two  applying  the  graduated 
scale  to  all  relatives.  In  1907,  Idaho,  Massachusetts  and 
Texas  fell  into  line  and  adopted  the  principle  of  progres- 
sion, the  first  two  again  applying  the  graduated  scale  to 
all  relatives.  The  special  Tax  Commission  of  New  York 
in  1907  recommended  its  adoption  in  New  York,  with 
rates  higher  than  those  that  exist  anywhere  else  in  import- 
ant countries,  and  the  new  constitution  of  Oklahoma  ex- 


"  West,  The  Inheritance  Tax,  2nd  ed.,  1908,  pp.  135-6. 
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pressly  authorizes  progressive  inheritance  taxes,  an  au- 
thorization which  has  been  utilized  in  the  recent  law  of 
1908. 

This  law  is  the  most  radical  yet  enacted  in  any  part  of 
the  world,  and  hence  deserves  a  fuller  consideration. 

The  Oklahoma  inheritance  tax  is  arranged  in  five 
classes,  according  to  the  grade  of  relationship,  the  first 
class  being  that  of  husband,  wife,  children  or  parents. 
In  this  class,  on  the  first  $5,000  above  an  exemption  of 
$1,000  in  the  case  of  a  widow,  or  of  $5,000  in  other  cases, 
the  rate  is  one  per  cent ;  in  classes  two  and  three  the  first 
$2,000  in  excess  of  the  exemption  of  $500  and  $250, 
respectively,  pay  one  and  one-half  and  three  per  cent 
respectively ;  in  classes  four  and  five,  the  first  $500  above 
the  exemption  of  $150  and  $100  respectively  pay  four 
and  five  per  cent  respectively.  On  the  excess  above  these 
figures  in  class  one  the  primary  rate  is  to  be  increased 
one  one-hundred-and-twenty-fifth  of  one  per  cent 
(0.125%)  for  every  $100  increase;  in  classes  two  and 
three  the  primary  rate  is  to  be  increased  one-fiftieth  of 
one  per  cent  (0.050%)  for  every  $100  increase;  and  in 
classes  four  and  five  the  primary  rate  is  to  be  increased 
one-tenth  of  one  per  cent  (o.i  %  )  for  every  $100  increase. 

If  this  enactment  is  to  be  interpreted  according  to  the 
letter  of  the  law,*®  it  means  that  in  class  five  (distant  rel- 
atives or  strangers)  the  rates  would  be  as  follows : 

i/io  of  1%  for  each     $100  excess 
1%    "      "       1,000      " 
10%    "      "      10,000      " 
100%    "      "    100,000      " 

In  other  words,  when  the  excess  over  the  original  $500 
reaches  $100,000  the  entire  excess  will  be  confiscated. 
On  the  other  hand,  if  the  wording  of  the  act  is  to  be  so 

"  Oklahoma,  Session  Laws  of  1907-1908,  1908,  pp.  7ZZ  ^t  seq. 
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interpreted  that  the  100  per  cent  increase  means  100  per 
cent  of  the  primary  rate  of  five  per  cent,  or  double  that 
primary  rate,  then  we  should  reach  the  rate  of 

10%  at  an  excess  of  $100,000 
15%  "  "  "  "  200,000 
20%   "     "        "         "      300,000 

and  so  on  until  we  reach 
100%  at  an  excess  of  $1400,000 

According  to  the  one  interpretation  we  should  reach 
an  entire  confiscation  at  the  low  figure  of  $100,000;  ac- 
cording to  the  other  interpretation  at  the  somewhat  higher 
figure  of  $1,400,000.  But  in  both  cases  it  will  be  a  con- 
fiscation of  the  excess  of  the  whole  inheritance  above  the 
sums  mentioned.  In  the  other  classes  the  points  at  which 
complete  confiscation  is  reached  are  considerably  higher. 

Of  the  thirty  American  states  which  now  tax  inheri- 
tances, fourteen,  as  we  have  seen,  apply  the  progressive 
principle.  In  six  states,  California,  Idaho,  Massachusetts, 
Minnesota,  Wisconsin  and  Oklahoma,  the  progression  ap- 
plies to  all  classes  of  heirs  and  successors.  In  six  states, 
Colorado,  Illinois,  Nebraska,  North  Carolina,  Oregon  and 
South  Dakota,  it  applies  only  to  distant  relatives  and 
strangers.  In  two  states,  Texas  and  Washington,  it  ap- 
plies to  all  collateral  heirs.  For  direct  heirs  the  rate  rises 
to  two  per  cent  in  Massachusetts  (at  $100,000)  ;  to  three 
per  cent  in  California,  Idaho  and  Wisconsin  (at  $500,- 
000)  ;  to  five  per  cent  in  Minnesota  (at  $100,000),  and 
to  an  indefinite  rate  in  Oklahoma.  For  collateral  heirs 
the  rates  rise  to  nine  per  cent  in  Massachusetts  and  Min- 
nesota (at  $100,000)  ;  to  six  per  cent  in  Colorado,  Illinois, 
Nebraska  and  Oregon  (at  $50,000) ;  to  ten  per  cent  in 
South  Dakota  (at  $50,000)  ;  to  twelve  per  cent  in  Texas 
(at  $500,000),  and  Washington  (at  $100,000)  ;  to  fifteen 
per  cent  in  California,  Idaho  and  Wisconsin  (at  $500,- 
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000)  and  in  North  Carolina  (at  $50,000)  ;  and  to  one 
hundred  per  cent  in  Oklahoma. 

The  exemptions  range  from  $2,000  in  Wisconsin  to 
$20,000  in  Illinois,  and  the  maximum  rates  are,  as  indi- 
cated above,  applicable  to  sums  over  $50,000  in  Colorado, 
Illinois,  Nebraska,  Oregon,  North  Carolina  and  South 
Dakota;  to  sums  over  $100,000  in  Massachusetts,  Minne- 
sota and  Washington,  and  to  sums  over  $500,000  in  Cali- 
fornia, Idaho,  Texas  and  Wisconsin.  During  the  year 
that  the  Federal  inheritance  tax  was  in  force  the  com- 
bined inheritance  tax  in  North  Carolina,  for  instance, 
reached  the  enormous  sum  of  thirty  per  cent  on  the  maxi- 
mum amounts  of  personal  property. 

The  striking  point  about  the  progressive  inheritance 
tax  in  the  United  States  is  that  the  constitutionality  of 
the  progressive  principle  has  now  been  definitively  con- 
firmed by  the  Supreme  Court.  In  the  Illinois  cases  it 
was  claimed  that  progressive  taxation  was  in  violation  of 
the  rule  of  equality  required  by  the  Fourteenth  Amend- 
ment. The  Court,  however,  denied  this,  stating  that  the 
rule  does  not  require  exact  equality  of  taxation.  It  only 
requires  that  the  law  imposing  the  tax  shall  operate  on  all 
alike  under  the  same  circumstances.  The  tax  is  not  on 
money,  but  on  the  right  to  inherit,  and  hence  a  condition 
of  inheritance;  and  it  may  be  graded  according  to  the 
value  of  that  inheritance.  The  condition  is  not  arbitary, 
because  the  amount  of  the  tax  is  determined  by  that  value ; 
the  tax  is  not  unequal  in  operation  because  it  does  not  levy 
the  same  percentage  on  every  dollar;  it  does  not  fail  to 
treat  all  alike  under  like  circumstances  and  conditions 
both  in  the  privilege  conferred  and  in  the  liabilities  im- 
posed.^® What  distinction,  if  any,  will  be  drawn  in  the 
case  of  the  confiscatory  Oklahoma  tax,  remains  to  be  seen. 


"  Magotin  vs,  Illinois  Trust  and  Savings  Bank,  170  U.  S.,  283. 
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The  progressive  principle  was  also  upheld  in  the  Fede- 
ral inheritance  tax.  It  was  claimed  that  progressive  tax- 
ation was  repugnant  to  that  clause  in  the  Constitution 
which  declares  that  all  indirect  taxes  should  be  levied 
uniformly  throughout  the  United  States.  The  Supreme 
Court  held  that  the  inheritance  tax  was  an  indirect  tax,  in 
the  sense  of  the  Constitution,  and  that  the  uniformity  re- 
quired by  the  Constitution  really  meant  only  geographi- 
cal uniformity.*®  Thus  the  progressive  principle  has  been 
definitely  established  in  the  United  States. 

(d)    Land  Taxes. 

Finally,  it  is  worthy  of  especial  note  that  a  novel  appli- 
cation of  the  progressive  principle  is  to  be  found  in  the 
recent  legislation  of  Oklahoma.  In  this  state  a  unique 
attempt  is  being  made  to  restrict  large  estates  in  land  by 
the  imposition  of  a  progressive  land  tax.  The  official 
title  of  the  tax,  which  was  enacted  in  May,  1908,  is,  "The 
graduated  tax  on  land  holdings  in  excess  of  640  acres  of 
average  taxable  lands  a>-d  on  incomes,  rents  and  profits 
of  lands  held  by  lease  or  rental  contract  in  excess  of  640 
acres."**  The  tax  is  supplementary  to  the  ordinary  real 
estate  tax,  but  is  levied  only  on  land  exclusive  of  improve- 
ments thereon.  The  rates,  in  addition  to  the  ordinary 
real  estate  tax,  are  as  follows : 

In  the  case  of — 

$640-  1^280  average  taxable  value,  J4  o^  1%  on  such  excess. 
1,280-'  3,000       "  "  "1%  on  such  excess. 

3,000-  5,000       "  "  "     2%     *' 

5,000-10,000       "  "  "     5%     " 

10,000^5.000       "  "  "    10%     " 

The  "average  taxable  value"  is  declared  to  be  $20  per 
acre.     Three  hundred  and  twenty  acres  of  land,  how- 


*  Knowlton  vs,  Moore,  178  U.  S.,  41. 

^  Oklahoma,  Session  Laws  of  1907-1908,  1908,  p.  725. 
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ever,  are  in  all  cases  exempt  from  this  tax.     The  tax, 
hence,  does  not  apply  to  urban  property. 

Similar  rates,  levied  on  the  lease  holder,  are  imposed 
in  the  case  of  incomes,  rents  and  profits  from  land.  In 
such  cases,  however,  the  tax  is  assessed  according  to 
acreage,  irrespective  of  value.  The  law  is  to  go  into 
effect  in  July,  1909,  and  its  operation  will  be  awaited  with 
the  greatest  interest.  It  is  the  first  attempt  to  apply  in 
the  United  States  a  system  somewhat  similar  to  that 
found  in  New  Zealand. 
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§  1 6.     Canada  and  other  British  Colonies, 

In  Canada  progressive  taxation  has  been  applied  prima- 
rily to  the  inheritance  taxes.  The  progressive  scale  was 
first  introduced  in  two  provinces  in  1892.  In  Ontario  the 
rates  for  certain  direct  relatives  were  two  and  one-half 
per  cent,  when  the  estate  was  between  $100,000  and 
$200,000,  and  five  per  cent  when  it  exceeded  $200,000. 
In  Nova  Scotia  the  two  and  one-half  per  cent  rate  ap- 
plied only  to  the  excess  above  $25,000  and  the  five  per 
cent  rate  to  the  excess  above  $100,000.  For  other  rela- 
tives and  strangers  the  tax  in  both  provinces  was  pro- 
portional, or  rather  it  was  graduated  according  to  rela- 
tionship, not  according  to  the  amount  of  the  estate,  being 
five  per  cent  for  certain  relatives  and  ten  per  cent  for 
distant  relatives  and  strangers. 

Prince  Edward's  Island  followed  in  1894  with  rates  on 
near  relatives  of  one  and  one-half  per  cent  on  estates  be- 
low $50,000,  and  of  two  and  one-half  per  cent  on  sums 
above  that  amount.  British  Columbia  in  the  same  year 
adopted  a  succession  duty  with  rates  varying  from  one 
to  five  per  cent  according  to  the  amount,  but  with  half 
rates  for  direct  heirs. 

More  recently  the  rates  have  been  increased,  except  in 
Prince  Edward's  Island  and  Nova  Scotia,  and  have  spread 
to  other  provinces.  In  New  Bnmswick  the  rates  on  direct 
relatives  now  vary  from  one  and  one-quarter  to  five  per 
cent,  according  to  the  amount,  while  distant  relatives  pay 
ten  per  cent,  and  in  cases  where  the  property  goes  to  any 
person  outside  of  the  province,  the  rates  are  doubled. 
In  Manitoba  the  rates  for  all  classes  of  heirs  vary  from 
one  per  cent  to  ten  per  cent  on  estates  over  $500,000. 
In  Ontario,  since  1907,  the  rates  for  near  relatives  vary 
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from  one  to  five  per  cent  on  estates  over  $200,000;  but 
additional  rates  are  levied  on  estates  over  $100,000,  the 
rates  varying  from  one  per  cent  up  to  three  per  cent  on 
sums  over  $800,000.  Thus  the  maximum  rate  for  di- 
rect heirs  is  eight  per  cent.  In  the  case  of  more  distant 
relatives  the  rate  varies  from  five  to  ten  per  cent  on  sums 
over  $450,000. 

In  Quebec  there  is  now  also  an  inheritance  tax  with 
the  highest  rates  now  in  force  in  Canada.  In  the  case  of 
direct  heirs,  the  rates  are  the  same  as  those  in  Ontario, 
but  in  the  case  of  collateral  heirs  the  rates  rise  to  fifteen 
per  cent  on  the  largest  amounts.  The  following  table 
will  show  the  character  of  the  rates  :^ 

Collateral  Hein.  Direct  Hdr€. 

Rate  fjib  Exemption.  Rate  <fb  Exemptioa. 

British  Columbia 5  -10  $5i000  i^-  5  $25,000 

Manitoba i  -10  4,000  2    -10  25,000 

New  Brunswick 5  -10  5,000  i^- 5  50.000 

Nova  Scotia 5  -10  5,000  2j4-  5  25,000 

Ontario 5  -10  10,000  1-8  50,000 

Prince  Edward  Island..  2j4-  7J4  23,000  i^-  2}^  10,000 

Quebec 5  -15          i    -  8  5,000 

We  also  find  a  few  examples  of  the  progressive  scale 
in  some  of  the  other  English  colonies.  Thus,  in  the  Cape 
of  Good  Hope,  a  progressive  income  tax  was  imposed 
by  the  act  of  1904.  All  incomes  over  £1,000  pay  6d.  in 
the  pound  on  so  much  of  the  income  as  is  between  £1,000 
and  £2,000;  pd.  in  the  pound  on  so  much  as  is  between 
£2,000  and  £5,000;  and  in  addition,  i  s.  in  the  pound  on 
so  much  of  the  income  as  exceeds  £5,000.^ 

In  the  Leeward  Islands,  incomes  from  £50  to  £100  are 
taxed  two  and  one-half  per  cent,  and  incomes  over  £100 

*  Report  of  the  Special  Tax  Commission  of  the  State  of  New  York 
(1907),  p.  131.  C"/.  also  in  general  West,  The  Inheritance  Tax,  2nd 
cd.,  1908,  pp.  76-85. 

*  Cf.  Return  on  Graduated  Income  Taxes  in  the  Colonies,  Colo- 
nial Office,  1905,  no.  196,  pp.  21-22. 
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pay  three  and  one-half  per  cent ;  £50  being  exempt  in  each 
case. 

In  St.  Vincent  the  income  tax  law  in  1904  imposed  the 
following  rates : 

Incomes  of  iso. exempt 

From  £50  to  100 20  s.  per  £100 

100  to  200 30  s.  "     100 

200  to  300 40  s.  "     100 

Over 300 60s.  "     100 
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§  17-     Other  Countries. 

In  addition  to  the  countries  discussed  above,  we  find 
the  application  of  the  progressive  rate  also  in  Spain,  in 
Mexico  and  in  Japan. 

In  Spain,  the  progression  is  applied  to  only  a  very  small 
extent.  The  law  of  1900  introduced  a  slight  graduation 
in  that  part  of  the  tax  on  personal  incomes  which  is  im- 
posed on  the  salaries  of  state  officials.  The  rate  varies 
from  fifteen  to  twenty  per  cent,  according  to  the  amount 
of  the  salaries  of  active  government  officials,  with  some- 
what different  rates  for  other  classes  of  salaries.^ 

In  Mexico  there  is  a  very  slightly  progfressive  inheri- 
tance tax  since  1901.  The  rates  of  the  Federal  inheri- 
tance tax  are  arranged  in  two  classes,  with  the  dividing 
line  at  10,000  pesos.  The  rates  for  descendants,  hus- 
band and  wife  vary  from  one-half  of  one  per  cent  to  one 
per  cent ;  for  ascendants,  from  one  to  two  per  cent ;  and 
for  relatives  from  the  second  to  the  fourth  degree,  from 
three  to  four  per  cent.  In  the  case  of  more  distant  rela- 
tives, the  tax  remains  proportional.* 

In  Japan  the  progressive  principle  has  recently  been 
applied  to  both  the  income  tax  and  the  inheritance  tax. 
The  income  tax  was  created  in  1887,  but  the  progressive 
rates  were  introduced  somewhat  later.  In  1908  the  nor- 
mal rates  were  as  follows :  on  corporations,  two  and  one- 
half  per  cent ;  on  interest  from  bonds,  public  and  private, 
two  per  cent;  on  all  other  incomes,  arranged  according 
to  the  following  twelve  classes : 

*C/.  Reports  from  His  Majesty's  Representatives  Abroad  re- 
specting Graduated  Income   Taxes  in  Foreign  States,   1905,   pp. 

132-133. 

■  For  details,  see  West,  op,  cit.,  p.  58. 
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Incomes.  Rate 

100  to  300  yen 1% 

500     " IJ2 

1,000    "  i.S 

2,000     " 1.7 

3,000     "    2. 

5,000    " 2.5 

10,000    " 3. 

15.000  " 3.5 

20,000    "  4 

30,000   " 4.5 

50,000  " 5. 

100,000    "  5.5 

During  the  war  and  since  that  time  the  rates  have  been 
increased  so  that  the  addition  amounts  to  from  ten  per 
cent  to  twenty-seven  per  cent,  of  the  normal  rate  in  the 
various  classes.* 

The  Japanese  inheritance  tax,  which  was  introduced  in 
1905,  also  has  progressive  rates  that  have  been  arranged 
in  such  wise  that  the  rate  begins  at  one  and  two-tenths 
per  cent  and  increases  gradually  until  for  inheritances 
between  70,000  and  100,000  yen  the  rates  vary  from  four 
to  six  and  one-half  per  cent.  Beyond  that  point  the  rate 
increases  one-half  of  one  per  cent  for  each  additional 
50,000  yen,  up  to  1,000,000  yen,  when  the  progression 
ceases.* 

•  Cf,  the  Eighth  Financial  and  Economic  Annual  of  Japan,  Tokyo, 
1908,  p.  21. 

*  Cf.  the  Seventh  Financial  and  Economic  Annual  of  Japan,  Tokyo, 
1907,  pp.  19,  21  and  26.  The  Eighth  Annual  does  not  contain  the 
details. 
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§  i8.     Conclusion. 

From  the  above  review  it  is  evident  that  the  tendency 
toward  progressive  taxation  is  almost  everywhere  on  the 
increase.  Whether  we  deplore  it  or  not,  democracy  is 
asserting  itself  more  vigorously  and  it  is  precisely 
in  the  most  democratic  countries  like  Australia  and 
Switzerland  that  the  movement  in  favor  of  progres- 
sive taxation  is  the  strongest.  The  results  thus  far,  as 
we  have  seen,  have  not  been  of  a  character  to  justify  the 
fears  of  the  alarmists.  In  Switzerland  the  national  pros- 
perity is  on  the  increase,  capital  is  growing  and  the  prin- 
ciple of  graduated  taxation  is  no  longer  deemed  debat- 
able. Its  enforcement  has  given  general  satisfaction.  It 
must  be  remembered,  however,  that  the  chief  application 
of  the  progressive  principle  is  found  in  the  inheritance 
taxes,  which  are  levied  only  once,  and  that  in  the  case 
of  the  annually  recurring  property  and  income  taxes  the 
graduation  has  assumed  the  form  of  degression  rather 
than  progression.  Under  such  conditions  the  edge  is  ta- 
ken off  the  ordinary  objections  to  the  system  of  gradua- 
tion. In  Australia,  Sir  Charles  Dilke  tells  us,^  the  in- 
stitution of  private  property  has  not  been  weakened,  nor 
has  capital  been  driven  away.  The  people  are  satisfied 
with  the  progressive  principle  and  are  extending  its  opera- 
tion year  by  year.  In  Germany  and  Austria,  progres- 
sion, as  a  principle,  is  no  longer  seriously  combated.  Even 
in  England  a  graduated  income  tax  has  become  one  of 
the  planks  of  the  radical  platform,  and  a  government 

^Problems  of  Greater  Britain,  part  vi,  chap.  i.  This  is  confirmed 
in  the  recent  testimony  of  Mr.  Coghlan  before  the  Select  Committee 
mentioned  in  the  next  note. 
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commission  has  reported  in  its  favor.  ^  As  the  Hon. 
James  Bryce  writes  in  a  recent  letter:  "Progressive  in- 
heritance and  income  taxes  are  likely  to  figure  largely  in 
time  to  come  in  European  politics."  The  same  statement 
may  be  hazarded  of  American  politics  as  well.  The  facts, 
therefore,  seem  to  be  in  the  direction  of  progressive  taxa- 
tion. Let  us  endeavor  to  ascertain  what  the  verdict  of 
theory  is. 

*  Report  from  the  Select  Committee  on  the  Income  Tax,    1906. 
no.  365. 


Digitized  by 


Google 


Digitized  by 


Google 


PART  II 

THE  THEORY  OF  PROGRESSIVE 

TAXATION 


Digitized  by 


Google 


Digitized  by 


Google 


PART  II 

THE  THEORY  OF  PROGRESSIVE 

TAXATION 


Digitized  by 


Google 


Digitized  by 


Google 


CHAPTER  I. 

THE   SOCIALISTIC   AND    COMPENSATORY   THEORIES. 

There  is  scarcely  any  topic  of  economic  inquiry  which 
has  aroused  the  interest  of  scientists  and  would-be  refor- 
mers to  a  greater  degree  than  the  theory  of  progressive 
taxation.  Yet,  with  but  few  exceptions,  almost  every 
writer  has  simply  advanced  his  own  views  on  this  topic, 
without  reference  to  the  work  of  his  predecessors  or  with- 
out an  adequate  discussion  of  the  arguments  of  his  oppo- 
nents. It  will  be  our  purpose  in  what  follows  to  collect 
every  argument  of  consequence  that  may  have  been  ad- 
vanced on  any  side  of  the  controversy  in  order  that  we 
may  attain  a  firm  basis  for  our  own  conclusions.  With 
a  view  of  avoiding  imdue  digressions,  the  detailed  history 
of  each  important  theory  is  relegated  to  the  historical 
appendices. 

The  arguments  that  have  been  urged  in  favor  of  pro- 
gressive taxation  may  be  grouped  in  three  classes  which 
must  be  carefully  distinguished.  These  may  be  called 
respectively  the  socialistic,  the  compensatory  and  the 
economic  theories. 

The  foremost  scientific  advocate  of  what  is  here  termed 
the  socialistic  theory  of  progression  is  the  German  econo- 
mist, Adolf  Wagner.  Prof.  Wagner  distinguishes  between 
the  purely  fiscal  period  in  the  history  of  public  finance  and 
the  "socio-political"  period.  The  essence  of  the  first  pe- 
riod consists  in  the  simple  endeavor  on  the  part  of  the 
government  to  raise  a  revenue  adequate  to  its  needs.  The 
essence  of  the  second  period  consists  in  the  predominance 
of  social  reasons  over  purely  fiscal  reasons.  The  state 
is  no  longer  satisfied  merely  with  raising  an  adequate  rev- 
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enue,  but  now  considers  it  a  duty  to  interfere  with  the 
rights  of  private  property  in  order  to  bring  about  a  more 
equitable  distribution  of  wealth.  The  fiscal  policy  looks 
merely  to  the  needs  of  the  administration;  the  "socio- 
political" policy  looks  at  the  relations  of  social  classes  to 
each  other,  and  the  best  methods  of  satisfactorily  adjust- 
ing these  relations.  The  fiscal  policy  necessarily  results 
in  proportional  taxation;  the  "socio-political"  policy  re- 
sults in  progressive  taxation.  The  ethical  demands  of 
modem  civilization  are  everywhere  preparing  the  way  for 
a  transition  from  the  old  fiscal  period  to  the  incipient 
socio-political  period.  It  is  these  ethical  or  social  reasons 
alone  which  can  logically  serve  as  a  basis  for  progres- 
sive taxation. 

This  distinction  of  Wagner  is,  however,  open  to  serious 
criticism.  It  is  not  true  historically  that  the  tax  policy 
of  various  nations  has  been  adjusted  solely  with  reference 
to  purely  fiscal  reasons.  All  governments  have  allowed 
social  considerations  in  the  wider  sense  to  influence  their 
revenue  policy.  The  whole  system  of  protective  duties 
has  been  framed  not  merely  with  regard  to  revenue  con- 
siderations, but  also  with  the  aim  of  producing  results 
which  should  directly  affect  social  and  national  pros- 
perity. Taxes  on  luxuries  have  often  been  mere  sumpt- 
uary laws  designed  as  much  to  check  consumption  as  to 
yield  revenue.  Excise  taxes  have  frequently  been  levied 
from  a  wide  social,  as  well  as  from  a  narrow  fiscal,  stand- 
point. From  the  very  beginning  of  all  tax  systems  these 
social  reasons  have  often  been  present.  The  attempt 
sharply  to  distinguish  such  periods  historically,  therefore, 
can  scarcely  be  termed  successful. 

But,  on  the  other  hand,  it  is  not  allowable  to  confound 
this  undoubtedly  social  element  in  all  fiscal  policy  with 
what  Wagner  calls  the  socio-political,  or  what  might  be 
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termed  not  incorrectly  the  socialistic  element.  From  the 
principle  that  the  state  may  modify  its  strict  fiscal  policy 
by  considerations  of  general  social  utility  to  the  principle 
that  it  is  the  duty  of  the  state  to  redress  inequalities  of 
fortune  by  taxation,  is  a  long  and  dangerous  step.  It 
would  land  us  not  only  in  socialism,  but  practically  in 
communism.  If  this  were  one  of  the  acknowledged  func- 
tions of  government,  it  would  be  useless  to  construct  any 
science  of  finance.  There  would  be  only  one  simple  prin- 
ciple: confiscate  the  property  of  the  rich  and  give  it  to 
the  poor. 

The  diiTerence  between  the  social  element  and  Wag- 
ner's "socio-political"  idea  is  virtually  the  difference  be- 
tween social  reform  and  socialism.  We  may  indeed  de- 
precate the  existing  conditions  which  affect  the  distri- 
bution of  wealth.  Where  so  much  is  spoken,  however, 
of  unjust  arrangements,  it  is  desirable  to  come  to  an  un- 
derstanding as  to  what  is  really  meant  by  the  term  jus- 
tice. To  give  an  adequate  discussion  of  this  fundamental 
problem  would  indeed  require  a  whole  volume.  It  may, 
however,  be  permissible  to  put  the  conclusions  tentatively 
and  aphoristically  as  follows :  Justice,  so  far  as  the  action 
of  the  state  is  concerned,  consists  in  holding  the  balance 
equal;  in  giving  none  an  undue  advantage;  in  affording 
each  individual  equal  rights  before  the  law  and  equal 
opportunities  to  develop  his  own  talents  and  his  own 
resources.  Justice  indeed  demands  that  the  state  should 
do  nothing  consciously  and  purposely  to  increase  inequal- 
ity of  wealth;  but  we  clearly  transcend  the  claims  of  jus- 
tice when  we  demand  that  the  state  should  do  away 
with  all  inequalities  of  wealth.  Justice,  in  the  sense  of 
equality,  may  indeed  demand  changes  in  the  existing 
forms  of  taxation.  This  involves  the  problem  of  the 
equal  treatment  of  all,  as  against  historic  inequality  and 
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its  survivals  in  the  tax  systems  of  the  world  at  present 
In  this  sense,  indeed,  there  is  room  and  need  for  social 
reform ;  but  it  is  a  reform  which  consists  in  checking  the 
continuance  of  old  unequal  laws,  not  in  fostering  the 
growth  of  new  unequal  laws.  Legal  justice  means  l^^al 
equality;  but  a  legal  equality  which  would  attempt  to 
force  an  inequality  of  fortune  in  the  face  of  natural  in- 
equalities of  ability  would  be  a  travesty  of  justice. 

We  may  indeed  grant  the  crying  need  for  social  reform. 
In  so  far,  however,  as  the  government  is  concerned,  the 
possibility  of  reform  lies  rather  in  the  general  attitude  of 
the  legislator  toward  social  and  industrial  matters.  Es- 
pecially in  the  field  of  finance,  the  chief  social  reforms 
are  to  be  found  in  the  domain  of  outlay  and  expenditure 
rather  than  in  that  of  revenue.  They  consist  primarily 
in  extending  the  benefits  of  governmental  activity  to  the 
poor  and  needy,  and  in  enabling  even  the  lowest  classes 
to  participate,  as  far  as  possible,  in  the  advantages  of  a 
progressive  civilization.  Even  here  it  is  a  question  how 
far  it  is  wise  to  go ;  and  the  answer  depends  not  alone  on 
fiscal  reasons,  but  also  on  broader  considerations  of  gen- 
eral governmental  policy.  In  the  field  of  public  revenue, 
however,  we  do  not  deny  for  a  moment  that  social  consid- 
erations should  play  a  role.  But,  as  has  been  pointed  out 
above,  this  has  always  been  the  case,  and  will  always  be  so. 
Nor  can  we  overlook  the  growing  realization  by  the  com- 
munity of  the  social  characteristics  of  wealth,  and  of  the 
increasing  importance  attached  to  the  social  origins  and 
the  social  content  of  private  property.^  But  from  this  it 
is  a  far  cry  to  Professor  Wagner's  "socio-political"  de- 
mand that  the  state  introduce  progressive  taxation  in 

*  See  e.  g.  Seligman,  Principles  of  Economics,  ch.  ix,  and  in  its  ap- 
plication to  taxation,  especially  the  Report  of  the  New  York  Tax 
G>mmission  mentioned  at  almost  the  close  of  this  monograph. 
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order  to  equalize  social  conditions.  Progressive  taxation 
may  indeed  incidentally  accomplish  this  result,  but  if  it 
cannot  be  defended  on  distinct  and  independent  grounds, 
its  advocates  can  with  difficulty  repel  the  charge  that  it 
is  virtually  a  socialistic  doctrine.  To  erect  the  "socio- 
political** demand  into  a  separate  and  fundamental  basis 
of  taxation  is  a  proceeding  fraught  with  perilous  possi- 
bilities. 

It  may  indeed  be  conceded  that  in  the  face  of  so  car- 
dinal a  point  as  the  control  of  the  land,  it  is  perhaps 
competent  for  the  government  to  take  steps  to  prevent  by 
fiscal  methods  a  condition  of  land-holding  which  may 
come  to  be  a  menace  to  political  tranquility  and  democratic 
progress.  The  attempt  of  a  democracy  to  levy  progres- 
sively higher  taxes  on  very  large  estates  is  thus  not  so 
subject  to  criticism,  even  though  it  is  a  matter  of  serious 
doubt  whether  the  desired  end  could  not  be  better  attained 
in  some  other  way.^  But  this  is  largely  because  of  the  fact 
that  while  progressive  taxation  may  prevent  the  aggrega- 
tion of  large  plots  in  a  few  hands,  it  cannot  lessen  the 
amount  of  land  itself ;  whereas  a  similar  attempt  to  apply 
the  principle  to  property  in  general,  might  tend  to  a  weak- 
ening of  the  motive  to  the  accumulation  of  property. 
Thus  Thomas  Paine,  who  was  very  far  from  being  a  soc- 
ialist, advocated  progressive  taxation  as  a  defense  against 
primogeniture.*     In  the  same  way  the  land  tax  legislation 

"This  is  the  opinion  of  the  man  best  qualified  to  judge  as  to  the 
results  of  the  New  Zealand  legislation.  See  the  reasoning  of  T.  A. 
Coghlan  in  Minutes  of  Evidence,  British  Report  of  Select  Com- 
mittee on  the  Income  Tax,  1906,  qu.  1328. 

•"Admitting  that  any  annual  sum,  say  for  instance,  one  thousand 
pounds,  is  necessary  or  sufficient  for  the  support  of  a  family,  conse- 
quently the  second  thousand  is  of  the  nature  of  a  luxury,  the  third 
still  more  so,  and  by  proceeding  on  we  shall  at  last  arrive  at  a  sum 
that  may  not  improperly  be  called  a  prohibitive  luxury.  It  would 
not  be  impolitic  to  set  bounds  to  property  acquired  by  industry,  and 
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of  New  Zealand  and  of  Oklahoma,  which  has  been  de- 
scribed above,  ought  not  properly  to  be  called  socialistic 
So  far,  however,  as  the  general  "socio-political"  theory 
is  concerned  we  must  conclude  that  the  position  is  unten- 
able to  the  extent  that  it  implies  a  conscious  effort  on  the 
part  of  the  government  to  levy  higher  taxes  on  the  rich 
in  order  to  reduce  them  to  the  level  of  the  poor. 

This  theory,  moreover,  is  not  new  with  Wagner.  As 
far  back  as  the  end  of  the  fifteenth  century,  when  the 
whole  Florentine  republic  was  convulsed  with  the  conflict 
over  the  progressive  tax — la  decima  scalata* — ^the  distin- 
guished historian  and  publicist,  Guicciardini,  wrote  two 
remarkable  treatises  in  which  he  discussed  the  arguments 
for  and  against  progression.  In  the  first  essay  he  really 
foreshadows  many  of  the  most  important  of  the  recent 
theories  on  the  subject,  including  what  are  termed  in  this 
work  the  economic  theories ;  but  he  nevertheless  lays  the 


therefore  it  is  right  to  place  the  prohibition  beyond  the  probable  ac- 
quisition to  which  industry  can  extend ;  but  there  ought  to  be  a  limit 
to  property  or  the  accumulation  of  it,  by  bequest" 

"The  following  table  of  progressive  taxation  is  constructed  on  the 
above  principles,  and  as  a  substitute  for  the  commutation-tax.  It  will 
reach  the  point  of  prohibition  by  a  regular  operation,  and  thereby 
supercede  the  Aristocratical  law  of  primogeniture." 

"The  object  is  not  so  much  the  produce  of  the  tax,  as  the  justice  of 
the  measure."  "But  the  chief  object  of  this  progressive  tax  (besides 
the  justice  of  rendering  taxes  more  equal  than  they  are,)  is,  as  al- 
ready stated,  to  extirpate  the  overgrown  influence  arising  from  the 
unnatural  law  of  primogeniture,  and  which  is  one  of  the  principal 
sources  of  corruption  at  elections." 

"It  would  be  attended  with  no  good  consequences  to  enquire  how 
such  vast  estates  as  thirty,  forty,  or  fifty  thousand  a  year  could 
commence,  and  that  at  a  time  when  commerce  and  manufactures 
were  not  in  a  state  to  admit  of  such  acquisitions.  Let  it  be  sufficient 
to  remedy  the  evil  by  putting  them  in  a  condition  of  descending  again 
to  the  community,  by  the  quiet  means  of  apportioning  them  among 
all  the  heirs  and  heiresses  of  these  families."  Thomas  Paine,  Rights 
of  Man,  1791.  Cf.  London  ed.  of  1817,  part  2,  pp.  99-101. 

*  See  above  p.  22. 
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chief  stress  on  the  argument  that  progressive  taxation 
will  lessen  the  disparity  of  fortunes  and  prevent  the  ex- 
cessive accumulation  of  wealth.  Progressive  taxation,  in 
short,  must  be  defended  on  general  considerations  of  so- 
cial policy.  Guicciardini  himself,  it  is  true,  sides  with  the 
opponents  of  progression,  whose  arguments  he  develops 
in  the  second  essay;  but  his  first  essay  remains  of  great 
importance  to-day  as  reflecting  the  arguments  of  the  ear- 
liest literary  advocates  of  the  principle  of  progression. 
It  is  remarkable  that  it  should  have  received  so  little  atten- 
tion outside  of  Italy.*^ 

Even  a  moderately  progressive  tax,  says  he,  will  not 
suffice  to  bring  about  justice  and  equality,  because  it  would 
not  restrict  the  rich  man  in  the  same  degree  as  the  poor 
man  in  the  satisfaction  of  his  necessities.  For  since  we 
are  all  citizens  of  the  same  state  and  each  the  equal  of  the 
other,  there  can  be  no  true  equality  or  justice  in  taxation 
unless  the  taxes  reduce  us  all  to  the  same  economic  level.® 
For  to  have  too  much  wealth  does  not  do  any  one  any 
good,  but  on  the  contrary  is  a  dangerous  thing  not  only 


'As  Gttlcciardini  died  in  1540  the  essays  were  probably  written 
at  the  beginning  of  the  sixteenth  century.  The  two  essays  were  first 
published  separately  under  the  title,  "La  decima  scalata  in  Firenze/' 
1849,  but  were  afterwards  included  in  Guicciardini's  Opere  Inedite, 
vol.  X,  1867,  p.  353  et  seq.  The  first  one  to  call  attention  to  these 
arguments  was  Canestrini,  La  Sciema  e  VArte  di  Stato  desunta  dagli 
Atti  officiali  della  Repubblica  Fiorentina..  Parte  I..  L'Imposta  sulla 
Ricchessa  mobile  e  immobile,  1862,  219  et  seq,  Ricca-Salemo,  Storia 
delle  Dottrine  Finanjsiarie  in  Italia,  1881,  36  et  seq,,  2  ed.1896,  73  et 
seq.,  also  refers  to  them.  Since  the  first  edition  of  the  present  work 
appeared,  Dr.  Grabein  has  quoted  liberally  from  Guicciardini  in  an 
article  in  Schanz,  Finanz  Archiv,  xii  (1895),  P-  11-24. 

•"Anzi  il  povere  pu6  dolersi  e  chiamare  questa  gravezza  ingiusta 
e  ineguale,  perche  la  non  sconcia  nelle  cose  necessarie  i  ricchi  pari- 
menti  come  lui  .  .  .  Questa  sarebbe  la  giustizia  e  la  egualita  delle 
gravezze,  se  le  fossero  di  sorte,  che  cosi  come  noi  siamo  cittadini  di 
una  medesima  citti,  tutti  oggi  di  pare  Tuno  all'altro,  le  ci  riducessino 
anche  tutti  in  uno  medesimo  modi  vivere." 
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for  the  body  politic,  but  for  the  citizens  at  large,  and  even 
for  the  owners  themselves.''  If,  then,  we  introduce  the 
progressive  principle  we  shall  become  truly  equal  as  we 
reasonably  ought  to  be.® 

Later  on,  not  to  speak  of  the  mediaeval  socialists,  we 
find  the  same  theory  during  the  French  Revolution.  The 
Jacobins  especially  were  ardent  upholders  of  the  principle. 
Thus,  in  1793,  ^^  adopting  the  theory  of  progression, 
they  declared  that  they  desired  to  employ  a  progressive 
tax  in  order  to  reduce  all  fortunes  to  a  level  of  4,500 
livres*  income.®  Robespierre  thought  that  even  this  al- 
lowance was  too  liberal,  and  desired  to  make  3,000  livres 
the  maximum.  A  little  later,  however,  as  will  be  shown 
below,  he  qualified  his  conclusions.  Furthermore,  Ramel, 
in  presenting  the  scheme  of  progressive  taxation  to  the 
Convention,  which,  it  will  be  remembered,  soon  adopted 
the  project,^*  made  a  distinction  between  a  forced  loan, 
levied  only  once,  and  a  regular  system  of  progressive 
taxes.  "Even  in  the  latter  case,"  said  he,  "while  the  rate 
ought  never  regularly  to  reach  100  per  cent,  the  object 
must  be  to  lead  gently  to  an  equality  of  wealth."** 

'  "L'avere  troppe  possession!  non  fa  bene  alcuno,  ma  infiniti  danni 
alia  citti,  e  ai  cittadini  e  a  quelli  medisimi  die  Thanno." 

•"Cosi  diventaremo  tutti  veramente  pari,  come  ragionevolmente 
dobbiamo  essere." 

•  "Impossible  de  mieux  d^raciner  les  fortunes :  quant  k  celles  que 
nous  ne  renversons  pas  d'un  seul  coup,  nous  les  abattons  par  mor- 
ceaux,  et  contre  elles  nous  avons  deux  baches.  D'un  cot^  nous  de- 
cretons  Timpot  progressif,  et  sur  cette  base  nous  etablissons  Temprimt 
ioTc6;  nous  separons  dans  le  revenu  le  n^cessaire  de  Fcxcedant; 
selon  que  Texcedant  est  plus  ou  moins  grand,  nous  en  prenons  le 
quart,  le  tiers,  la  moitie  et  passe  9000  livres,  le  tout;  au  del4  de  sa 
mince  reserve  alimentaire  la  plus  opulente  famille  ne  gardera  que 
4500  livres  de  rente.  Quoted  in  De  Retz  de  Serviez,  De  Vlmpot 
Progressif,  1904,  pp.  31-32. 

"  See  above,  p.  33. 

"""Quelque  systeme  de  contribution  progressive  que  vous  adoptiez, 
il  n'entrera  jamais  dans  vos  vues  de  T^tablir  tel  qu'i  une  sonmie 
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Shortly  afterwards  Babeuf  declared  that  progressive 
taxation,  while  it  could  not  go  to  the  root  of  the  social 
evils,  was  a  useful  tool  to  split  up  property,  to  prevent 
large  fortunes  and  to  remove  luxury.  "L'impot  pro- 
pressif,"  if  it  could  be  successfully  assessed,  "serait  un 
moyen  efficace  de  morceler  les  terres,  d'empecher  la  cumu- 
lation des  richesses,  et  de  bannir  Toisivete  et  le  luxe." 
But  "cette  maniere  d'asseoir  Timpot  serait,  tout  au  plus, 
un  acheminement  au  bien ;  elle  pallierait  le  mal,  mais  elle 
n'en  couperait  la  racine."^^  The  three  methods  of  attain- 
ing equality  were  in  his  opinion  the  partition  of  land, 
sumptuary  laws  and  progressive  taxation.^* 

Since  the  French  Revolution  the  same  idea  has  almost 
uniformly  been  a  part  of  the  socialistic  creed,  whether 
among  the  communists,  the  early  sentimental  socialists  or 
the  American  populists.  In  France,  for  instance,  we  find 
it  developed  by  Decourdemanche,  one  of  the  disciples  of 
St.  Simon,***  as  well  as  by  a  nimiber  of  writers  in  the 

quelconque  il  pose  un  terme  4  la  fortune  des  citoyens.  Vous  ne  met- 
trez  point  des  bornes  ni  k  Temulation  ni  a  Findustrie  des  citoyens; 
mais  vous  ferez  des  lois  sages,  qui,  apres  avoir  laisse  aux  hommes 
la  jouissance  du  fruit  de  leurs  travaux,  rameneront  par  des  voies 
douces,  au  niveau  de  Tegalite  les  fortunes  qui  en  sont  sorties."  Cf, 
Gomel,  Histoire  Financiire  de  la  Legislative  et  de  la  Convention, 
ii,  (1905),  p.  115. 

"P.  BuonsLTrotijConspiraiion  pour  VEgalitS  dite  de  Babeuf,  1828. 
i,  p.  86. 

"/&*£?.,  i,  p.  85.  Babeufs  early  ideas  were  in  favor  of  proportional 
taxation.  He  so  interpreted  the  term  faculty  as  used  in  the  decrees 
of  the  National  Assembly,  in  a  pamphlet  entitled:  Reclamation  de 
la  Ville  de  Roye,  relative  au  Remplacement  de  ^Impot  des  Aides, 
et  d  Vexecution  des  Decrets  de  I'assemblee  Nationale  qui  prononcent 
que  tous  les  Impots  doivent  itre  repartis  sur  chaque  Citoyen  en  pro- 
portion de.  ses  Facultis,  etc.  1790.  See  Victor  Advielle,  Histoire  de 
Gracchus  Babeuf  et  du  Babouvisme  d'apris  de  nombreux  Documents 
inidits,    1884,  i,  p.  491-492. 

"Decourdemanche,  Lettres  sur  la  Legislation  dans  ses  Rapports 
avec  findustrie  et  la  Propriiti,     I2e  Lettre,     Considerations  gin- 
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Revolution  of  1848.**  In  Switzerland  the  socialist  theory- 
is  found  in  its  naive  form  in  Obermiiller,  who  advocates  a 
rate  rising  to  fifty  per  cent.*^ 

In  the  United  States  the  same  doctrine  has  been  advo- 
cated on  analogous  grotuids,  especially  by  the  Populists. 
For  over  a  decade,  from  1888  on,  the  scheme  was  devel- 
oped in  numerous  publications  by  W.  W.  Marshall,  under 
the  name  of  "cumulative  taxation."  During  several  years, 
beginning  in  1895,  he  even  edited  a  special  periodical  on 
this  subject.  The  Graduated  Taxpayer,  devoted,  according 
to  the  prospectus,  "to  a  system  of  taxation  calculated  to 
limit  the  growth  of  abnormal  private  fortunes,  prohibit 
excessive  combinations,  trusts  and  monopolies,  and 
lighten  the  tax  burdens  of  the  less  wealthy  who  are  now 
required  to  pay  a  share  disproportionately  large."  Among 
his  collaborators  was  Percy  Daniels,  Lieutenant-Governor 
of  Kansas,  and  author  of  a  graduated  tax  bill  introduced 
into  Congress  about  this  time.^^    With  the  disappear- 

h-ales  sur  les  Finances.  Extraite  du  Globe  du  i  es  Aout,  1831.  Ibid,, 
I4e  Lettre,  6  Sept.,  1831. 

"  Such  as  Danr6,  Question  de  la  juste  Ripartition  de  Vlmpot  resolu 
aritimitiquement  et  Defense  de  Vlmpot  Progressif,    1845. 

"W.  Obermuller,  Das  GUtergleichgewicht,  Eine  Losung  der 
Frage:  Wie  ist  dem  Elende  der  arbeitenden  Volksklassen  abzuhelfenf 
Konstanz,  1840,  p.  20. 

"The  chief  writings  of  Marshall  are  as  follows:  Thi  Industrial 
Hand  Book,  Garden  City,  1888;  Cumulative  Taxation,  Winfield, 
Kan.,  1890;  The  Tax  Solution,  Berlin,  Pa.,  1893;  The  Graduated 
Tax  Payer,  voL  I,  no.  i,  to  vol.  Ill,  no.  2,  Berlin,  Pa.,  189S-1897; 
Industrial  Charts  Showing  at  a  Single  Glance  the  Bad  Effects  of 
Monopolistic  Over-Profiting,  the  Prevention  of  the  Same,  and  the 
Good  Results  to  Follow,  Berlin,  Pa.,  1895;  Deprofitisation,  Chicago, 
1899. 

The  chief  writings  of  Percy  Daniels  are:  The  Sunflower  Tangle 
over  Probletns  of  Taxation,  Girard,  Kan.,  1894;  ^  Crisis  for  the 
Husbandman  zvith  Supplement  containing  Graduated  Tax  Bill,  Gi- 
rard, Kan.,  1889;  A  Lesson  of  To-day  and  a  Question  of  To-mor- 
row, Girard,  Kans.,  1892. 
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ance  of  the  Populist  movement,  however,  the  agitation 
for  a  graduated  income  tax  to  cut  down  the  earnings  of 
the  large  industrialist  to  the  level  of  the  small  entrepre- 
neur subsided. 

Finally,  even  in  the  case  of  the  economists  we  find 
the  principle  already  expressed  in  the  third  quarter  of 
the  eighteenth  century  by  von  der  Lith.^®  Since  then  it 
has  been  occasionally  urged,  as  of  late  by  the  German 
economist,  von  Scheel.^^  The  great  mass,  however,  even 
of  the  German  economists,  including  most  of  Wagner's 
own  pupils,  repudiated  the  principle.^^ 

The  most  recent  development  of  the  doctrine,  how- 
ever, is  to  be  found  in  France,  where  M.  Dufay  has  be- 
come its  prominent  apostle.^^  M.  Dufay  contends  that 
taxation  has  not  only  an  economic  or  fiscal  role  to  play. 

Other  publications  of  sympathizers  with  this  movement  during 
the  same  period  were:  Chas.  M.  Howell,  Practical  Methods  of 
Equalising  Taxation  and  Limiting  the  Growth  of  Abnormal  Private 
Fortunes.  Berlin,  Pa.,  1895;  M.  Jacobson,  An  Ounce  of  Prevention 
to  save  America  from  having  a  Government  of  the  Few,  Berlin, 
Pa.,  1895. 

"•"Ein  weiser  Regent  wird  mithin  die  Steuern  dazu  anwenden, 
um  die  gemeldete  Ungleichheit  des  Vermogens  seiner  Unterthanen 
zu  vermindern.  Wenigstens  wird  er  dieselbe  nicht  durch  die  un- 
gleichen  Anlagen  vermehren."  J.  W.  von  der  Lith,  Neue  vollstdndig 
erwiesene  Ahhandlung  von  den  Steuern,  1766,  sec  36.  Von  der 
Lith,  however,  desires  to  apply  this  idea  primarily  to  an  excise  on 
luxuries.  It  is  only  in  time  of  great  need  that  he  would  apply  it 
also  to  the  direct  property  tax. 

*v.  Scheel,  "Die  progressive  Besteuerung."  In  Tubinger  Zeit- 
schrift  fUr  die  gesammte  Staatswissenschaft,  vol.  31  (1875),  p.  273. 
He  bases  his  demand  on  what  he  calls  the  socio-political  reasons, 
thus  using  the  same  term  which  Wagner  later  adopted. 

"  The  most  recent  is  M.  von  Heckel,  Lehrbuch  der  Finanswissen- 
schaft,  1907.    See  vol.  i,  pp.  126  et  seq, 

"In  a  book  entitled  Ulmpot  Progressif  en  France,  1904.  The 
second  edition,  much  enlarged,  appeared  in  1905.  In  1906  he  pub- 
lished a  smaller  work  entitled  L'lmpot  Progressif  sur  le  Capital  et  le 
Revenu, 
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but  what  he  calls  a  moralizing  role.  Taxation,  he  tells  us, 
must  "maintain  within  a  just  limit  the  particular  appro- 
priation of  wealth  produced  at  least  indirectly  by  the 
labor  of  all ;  it  must  maintain  among  men  a  certain  real 
equality,  correcting  and  attenuating  the  effects  of  indi- 
vidual egoism  and  of  extreme  natural  equality."**  In 
other  words,  the  role  of  taxation  is  "to  free  labor,  instead 
of  compressing  or  restraining  it,  as  at  present."  Hence 
taxation  must  "abstract  from  capital  its  excessive  power 
and  give  to  labor  a  social  and  economic  power  which  it 
still  has  to  an  inadequte  degree."** 

If,  therefore,  the  "socio-political"  argument  were  the 
only  defense  of  progressive  taxation,  it  is  plain  that  it 
could  not  be  successfully  upheld.  While  Professor  Wag- 
ner would  undoubtedly  warmly  resent  the  imputation  of 
socialism,  there  is  in  the  fiscal  domain,  at  least,  a  scarcely 
discernible  line  of  separation  between  socialism  and  the 
socio-political  theory.*'  The  "socio-political"  argument, 
which  undoubtedly  lies  at  the  basis  of  many  of  the  de- 
mands for  progressive  taxation,  must,  therefore,  be  re- 
jected by  those  who  are  not  prepared  logically  to  enroll 

""L'lmpot  doit  avoir  pour  objet  de  maintenir  dans  une  just  limite 
rappropriation  particuliere  de  la  richesse  produite  au  moins  indi- 
rectement  par  le  travail  de  tous;  it  peut  et  doit  maintenir  entre  Ics 
hommes  une  certain  ^galit6  r^elle,  corrigeant  ou  att^uant  les  effets 
de  Tegoisme  individuelle  et  de  Textreme  inegalit6  naturelle."  Ulmpot 
Progressif  en  France,    2nd  ed.,  1905,  p.  vi. 

■•  "Cest  non  seulement  un  role  economique,  mais  un  role  moralisa- 
teur  qu'il  doit  jouer,  un  role  d*affranchissment  du  travail  au  lieu  du 
role  de  compression  qu'il  joue  actuellement.  II  doit  contribuer  i 
enlever  au  capital  ce  qu'il  a  d'excessif  dans  sa  puissance  et  rendre 
au  travail  une  puissance  sociale  et  economique  qu'il  n'  a  plus  au- 
jourd'hui  k  un  degr6  suffisant."    Ibid. 

"Professor  Wagner's  views,  which,  as  stated  in  the  text,  have 
found  scarcely  any  acceptance  in  his  own  country,  seem  to  be  shared 
in  part,  at  least,  by  Professor  H.  C.  Adams,  who  somewhat  objects 
to  what  he  terms  the  vigor  of  the  above  attack.  See  his  Science  of 
Finance,  1898,  p.  342. 
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themselves  among  the  socialists.  Unfortimately,  how- 
ever, most  of  the  middle  classes,  as  well  as  many  pro- 
fessed economists,  have  confounded  the  economic  theory 
of  progressive  taxation  with  the  socialistic  theory,  and 
have  assimied  that  progressive  taxation  necessarily  im- 
plies socialism  and  confiscation.^® 

This  is,  perhaps,  the  reason  of  the  fierce  denunciation 
with  which  the  project  of  progressive  taxation  has  often 
been  met.  Thus,  at  the  time  of  the  discussion  of  the  first 
income  tax  in  the  English  parliament,  in  1799,  Lord 
Auckland  said  that  graduated  taxation  was  outright  rev- 
olutionary.^^  The  German  statesman,  Gentz,  said  at  about 
the  same  period  that  progressive  taxation  was  not  much 
better  than  common  thievery.^®  Some  time  previously, 
when  Turgot,  the  celebrated  French  statesman,  was  pre- 
sented with  a  project  of  progressive  taxation,  he  wrote 
on  the  margin:  "We  must  execute  the  author,  not  the 
project."^^  John  Stuart  Mill  calls  it  "graduated  rob- 
bery" ;  Duponf  maintains  that  progressive  taxation  is  so- 
cialistic and  revolutionary  ;^^    Leroy-Beaulieu  claims  that 


"This  is  true  of  a  whole  host  of  writers  in  every  language.  The 
ablest  American  exponent  of  this  view  is  Mr.  David  A.  Wells.  Cf, 
his  "The  Communism  of  a  Discriminating  Income  Tax,"  (by  which 
he  really  means  "The  Socialism  of  a  Progressive  Income  Tax"), 
North  American  Review,  March,  1880.  Cf.  for  Italy,  Garofalo,  La 
SupersHsione  Socialista,  1895. 

"Progressive  taxation  "would  be  contrary  to  all  the  safety  and 
rights  of  property";  it  would  '*be  worthy  only  of  the  French  Coun- 
cil of  Five  Hundred";  and  it  "would  amount  to  neither  more  nor 
less  than  the  introduction  of  a  plan  for  equalizing  fortunes,"  etc.  Cf, 
The  Substance  of  a  Speech  made  by  Lord  Auckland  in  the  House  of 
Peers  upon  the  Bill  for  granting  certain  Duties  upon  Income,  1799, 
p.  25. 

*  Gentz,  in  Historische  Journal,  1709,  p.  3.  Quoted  in  Murhard, 
Theorie  und  Politik  der  Besteuerung,  1834,  p.  544. 

""II  faut  cx6cuter  I'auteur,  et  non  le  projet" 

••  "L'impot  progressif  c'est  veritablcment  le  socialisme  dans  Timpot 
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"its  mother  is  envy  and  its  daughter  oppression"  ;*^  Es- 
sarts  characterizes  it  as  the  result  of  the  envy  of  the  "have- 
nots"  which  they  subsequently  seek  to  defend  by  sophis- 
tical arguments  f^  Stourm  thinks  that  it  is  an  instrument 
of  general  spoliation  and  confiscation  ;**  and  Umpfenbach 
describes  it  as  the  realization  of  communism  and  an  ex- 
treme absurdity,  fit  only  for  a  community  permeated  by 
murderous  tendencies.** 

Notwithstanding  these  extreme  statements,  however,  it 
is  erroneous  to  assume  that  progressive  taxation  neces- 
sarily implies  socialism  and  confiscation.  It  is  possible 
to  repudiate  the  socialistic  theory  of  taxation,  and  yet  at 
the  same  time  to  advocate  progressive  taxation  on  purely 
economic  grounds.  One  may  in  fact  be  an  arch  individ- 
ualist, and  nevertheless  believe  in  progressive  taxation. 
We  shall  see  the  truth  of  this  when  we  take  up  the  argu- 
ments of  the  individualistic  school  of  progressive  taxation. 


.  .  .  c'est  6videmment  Timpot  revoludonaire."  Etienne  Dupont, 
De  Vlmpot,  1852,  p.  23. 

"  "L'impot  progressif  a  pour  m^re  Tenvie  et  pour  fille  roppression." 
Paul  Lcroy-Beaulicu,  Traiti  d'Economie  Politique,  2nd  ed,  1896, 
iv,  p.  764. 

"It  is  "la  traduction  du  sentiment  de  Tenvie  du  non-possedant 
contre  le  possedant,  qu'on  essaye  apr^  coup  de  justifier  par  des 
raisonnements  plus  ou  moins  sophistiques."  M.  des  Essarts  in 
Discussions  de  la  Sociiti  d'Economie  Politique,  5th  ann6e,  1898. 

••"Un  instrument  du  nlvellement  universal"  which  "aboutit  de  lui- 
meme  i  la  spoliation"  "on  s'empare  de  lui  pour  r^aliser  I'egalit^ 
social  par  la  suppression  de  I'h^edit^  et  la  confiscation  des  fortunes 
au  deli  du  necessaire. — R.  Stourm,  Systimes  Giniraux  de  Vlmpot, 
i893»  p.  240. 

••"Eine  himmelschreiende  Absurditat"  suitable  "fur  ein  Gemein- 
wesen,  welches  von  selbstmorderischen  Tendenzen  durchdrungen, 
die  Annulierung  des  Privateigenthums  und  die  Verwirklichung 
des  Kommunismus  unter  heuchlerisch  beschonigender  Form  herbei- 
zufiihren  trachte" — ^Umpfenbach,  Lehrhuch  der  Finanswissenschaft,, 
1859. 
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Before  considering  these  theories,  however,  it  may  be 
well  to  notice  briefly  the  views  of  those  who  occupy  a 
middle  ground  and  who  uphold  progressive  taxation  for 
reasons  not  directly  connected  with  either  the  socialistic 
or  the  so-called  economic  arguments.  We  come  thus  to 
what  may  be  termed  the  compensatory  theories  of  pro- 
gressive taxation. 

President  Walker,  for  instance,  bases  his  defense  of 
progressive  taxation  on  two  considerations :  first,  "the  un- 
doubted fact  that  differences  of  property  and  income  are 
due,  in  no  small  d^ree,  to  the  failure  of  the  state  in  its 
duty  of  protecting  men  against  violence  and  fraud,"  and 
secondly,  "that  differences  in  wealth  are,  in  a  measure,  due 
to  the  acts  of  the  state  itself,  having  no  political  purpose, 
as  treaties  of  commerce,  tariffs,  currency  legislation,  em- 
bargoes, non-intercourse  acts,  wars,  etc."  He  argues 
that  where  differences  of  wealth  may  fairly  be  presumed 
to  be  in  a  measure  due  to  the  state's  own  acts  of  omis- 
sion or  commission,  allowance  should  be  made  therefor 
in  the  tax  system.**^  He  concludes  that  "were  the  highest 
human  wisdom,  with  perfect  disinterestedness,  to  frame 
a  scheme  of  contribution,  I  must  believe  that  the  progres- 
sive principle  would  in  some  degree  be  admitted." 

This  defense  of  progressive  taxation  is  in  many  re- 
spects interesting.  It  is,  however,  really  not  new  with 
President  Walker.  Progressive  taxation  was  first  advo- 
cated at  length  on  this  ground  in  the  remarkable  work  of 
a  woman.  Mile.  Royer,  which  was  crowned  by  the  Council 
of  State  of  Vaud,  in  Switzerland,  at  the  time  of  the  great 
international  convention  on  taxation  in  Lausanne  in 
i860.**    Mile.  Royer  takes  the  ground  that  it  is  the  duty 

"  Walker,  Political  Economy,  ist  ed.,  1883,  p.  479-480.  In  the  3rd 
edition  (1888)  these  passages  are  omitted  although  the  general  con- 
clusion is  still  retained. 

•T*ive   monographs   out  of   forty-five   received  prizes, — those   of 
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of  the  state  to  compensate  individuals  for  the  "accumu- 
lated results  of  legal  iniquities,"  and  that  "the  present 
ought  to  atone  for  the  heritage  of  injustice  bequeathed 
by  the  past."  This  can,  however,  in  her  opinion  be  ac- 
complished only  through  some  form  of  progressive  taxa- 
tion.*'' 

The  same  idea,  in  fact,  is  already  found  in  the  French 
writer  Villiaume,  who  upholds  progressive  taxation  on 
the  ground  that  "taxation  ought  to  counterbalance  the 
inequalities  consecrated  by  custom  and  by  law.^®  Another 
earnest  advocate  of  the  compensatory  theory  is  the  noted 
economist,  Courcelle-Seneuil.  Progressive  taxation,  says 
he,  is  in  itself  neither  good  nor  bad.  Up  to  a  certain 
point  it  is  highly  desirable;  beyond  that  it  becomes  per- 
nicious. That  is  to  say,  since  the  possession  of  wealth 
obviously  gives  the  rich  many  advantages  over  the  poor, 
and  since  the  legal  conditions  of  society  naturally  favor 
the  rich,  a  progressive  tax  which  would  attenuate  and 
diminish  these  advantages  of  the  rich  would  be  desirable 

Proudhon,  Lassaut  (a  Parisian  lawyer),  Mile.  Royer,  Professsor 
Walras  and  M.  Romiol.  Proudhon,  Walras  and  Mile.  Royer  pub- 
lished their  works,  each  of  which  will  be  noticed  in  the  course  of 
this  discussion. 

"The  characteristic  passages  are  as  follows:  "L'id^l  de  la  jus- 
tice distributive  consi^*e  i  reparer  les  inegalit^s  et  les  torts  de  la 
nature.  Au  contraire,  dans  le  pass6,  la  legalite  si  souvent  contraire 
i  la  justice  a  toujour^  aggrave  ces  inegalites  et  ces  torts.  II  faut 
maintenant  compenscr  *vec  lenteur  et  prudence  ce  que  cette  action 
de  la  loi  a  eu  de  fureste  dans  le  passe."  And  again:  "Dans  le 
cas  particulier  ou  le  pr^ent  doit  rearer  un  hMtage  d'iniquit6 
leguee  par  le  pass6,  la  proportion  pent  etre  plus  ou  moins  progres- 
sive, suivant  qu*on  veut  compenser  plus  ou  moins  rapidement,  Tecart 
produit  dans  les  conditions  sociales  par  le  fait  de  ces  iniquit^s 
l^ales  accumulees."  Q^cnce  Auguste  Royer,  Theorie  de  VImpdt 
ou  la  Dime  Sociale,  1862,  i,  p.  64.    Cf.  chap,  iv,  p.  47. 

•"L'impot  doit  contrebalancer  les  in^galit^s  consacr^s  par  les 
moeurs  ou  les  lois."  Villiaume,  Nouveau  TraitS  d*  Economie  Po- 
litique, 1857,  p.  137.    See  also  2nd  edition  (1866),  pp.  238  and  244. 
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and  equitable.  To  go  beyond  this  limit,  however,  and  to 
weaken  the  desire  to  acquire  wealth  would  be  in  his 
opinion  an  irreparable  misfortune.**  It  is  true  that  Cour- 
celle-Seneuil's  ideal  is  a  tax  on  consumption,  rather  than 
on  income;  but  the  fact  remains  that  he  favors  the  pro- 
gressive scale  for  the  reason  noted. 

The  compensatory  theory  of  progressive  taxation,  is 
however,  not  convincing.  Its  defect  consists  in  the  point 
to  which  President  Walker  himself  alludes.  It  is  useless 
as  a  standard.  For  it  is  clearly  impossible  to  lay  down 
any  general  principles  by  which  this  influence  of  the  state 
in  creating  inequalities  of  fortune  may  be  measured.  If 
progression  is  regarded  as  an  inequality,  it  is  not  per- 
missible to  correct  one  inequality  by  another,  unless  it 
could  be  shown  that  the  second  inequality  would  in  every 
respect  fit  into,  and  counterbalance,  the  first.  The  test, 
in  other  words,  is  impracticable.  If  this  were  the  sole  de- 
fense of  progressive  taxation;  it  might  be  as  well  to  aban- 
don the  contention  at  once.  What  are  here  termed  the  eco- 
nomic arguments  have,  however,  not  been  alluded  to  by 
President  Walker,  although  they  are  of  far  more  import- 
ance. 

Of  a  similar  character,  although  of  somewhat  greater 
force,  is  the  argument  which  upholds  progression  in  some 


•"Si  la  progression  de  Timpot  etait  telle  qu'elle  put  6teindre  ou 
diminuer  sensiblement  le  desir  de  s'enrichir,  elle  porterait  un  coup 
funeste  et  peut-etre  irreparable  i  la  production.  Mais  si  la  progres- 
sion €t2Lit  m^iocre,  elle  compenserait  i  peine  les  avantages  nom- 
breux  que  Tappropriation  par  I'^change  assure  aux  dtoyens  riches, 
et  ne  d^ouragerait  personne;  elle  ne  r^tablirait  pas  meme  Fegalite 
des  conditions  dans  le  concours  ouvert  entre  les  riches  et  les 
pauvres.  .  .  Le  but  de  I'impot  progressif  ne  doit  pas  etre  de  d6- 
truire,  mais  seulement  de  diminuer  les  avantages  que  procure  nat- 
urellement  aux  riches  sur  les  pauvres  la  possession  d'une  grande 
fortune."  Courcelle-Seneuil,  TraitS  thiorique  et  pratique  d'Econ- 
omie  Politique,  2nd  ed.,  1867,  ii,  p.  206. 
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one  particular  tax  on  the  ground  of  its  acting  as  a  coun- 
terpoise to  the  influence  of  other  taxes.  Whe^  indirect 
taxes  exist,  they  often,  it  is  said,  act  regressively  and  hit 
the  poor  harder  than  the  rich.  The  direct  tax,  with  its 
progressive  scale,  is  designed  to  act  as  an  engine  of  rep- 
aration. In  order  to  attain  equal  treatment  the  regres- 
sive indirect  taxes  must  be  counterbalanced  by  the  pro- 
gressive direct  tax.  This  argument  is  occasionally  found 
as  a  secondary  plea  with  socialist  writers.  Such  is  for  in- 
stance the  case  with  Gilardeau  who  advocated  what  he 
calls  the  "impot  proportionnel-progressif"  on  the  ground 
not  only  that  a  graduated  scale  is  just  in  itself,  but  that 
the  existing  indirect  taxes  are  regressive  in  their  charac- 
ter.*^ In  general  however  this  is  the  favorite  argument 
with  those  who  seek  to  defend  some  particular  progressive 
tax  while  yet  upholding  the  general  principle  of  propor- 
tion. With  such  writers,  proportionality  of  taxation  is  still 
the  real  ideal,  but  the  departure  from  proportional  taxa- 
tion in  one  direction  must  be  met  by  an  equal  departure 
in  the  opposite  direction.  This  argument  might  be 
termed  the  "special  compensatory  theory*'  as  against  the 
general  compensatory  theory.  The  general  compen- 
satory theory  defends  progression  as  a  general  principle ; 
the  special  compensatory  theory  aims  at  proportion  in 
general,  but  is  willing  to  accept  progression  in  some  par- 
ticular tax  in  order  the  better  to  realize  the  ultimate  pro- 
portion. 

This  contention  is  undoubtedly  of  some  force  in  tend- 

*•  "Tous  les  impots  in  directs  existant  aujourd'hui  constituent  reelle- 
ment  une  retrogression  que  l*on  est  assez  dispose  a  maintenir,  malgr^ 
son  evidente  iniquite.  Ainsi  Timpot  indirect,  dont  Tegalite  n'est 
qu'apparente,  agissant  en  sens  inverse  de  Timpot  progressif  ne  frappe 
pas  seulement  le  superflu,  it  touche  en  passant  le  necessaire,  ct  va 
atteindre  ensuite  la  source  meme  de  la  vie  du  pauvre  et  dc  lew 
travail."--Gilardeau,  De  rimpot  et  du  Credit,  1849,  p.  44. 
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ing  to  justify  a  progressive  income  or  property  tax  in 
practice  without  upholding  general  progression  in  theory. 
Some  of  the  fiercest  opponents  of  the  general  theory  of 
progression  favor  a  progressive  income  or  property  tax 
on  this  ground. 

Among  the  earliest  upholders  of  this  doctrine  is  River- 
ieulx,  who  advocated  a  progressive  land  tax  notwithstand- 
ing his  conviction  that  progression  in  general  was  per- 
nicious.*^ So  Nasse  champions  a  progressive  income 
tax  as  a  compensation  for  the  regressive  taxes  on  expense 
which  bring  about  an  "umgekehrte  Progression."*^  The 
same  is  true  of  Scialoja.*^  The  latest  advocate  of  this 
doctrine  is  Gaston  Gros.**  So  again  a  progressive  rentals 
tax  is  frequently  upheld  as  being  in  reality  a  proportional 
tax,  because  of  the  fact  that  as  house  rent  decreases,  its 
proportion  to  expenditure  or  income  increases,  especially 
in  the  middle  and  lower  classes.  Even  such  an  ultra-con- 
servative as  Leroy-Beaulieu  advocates  progression  here, 
without  recognizing  the  fact  that  the  argument  is  appli- 
cable to  other  taxes  as  well.  Progressive  taxation  of  this 
kind  is  therefore  really  taxation  proportional  to  income  or 
property. 

Let  us,  however,  pass  over  these  arguments  in  favor 
of  what  may  be  called  only  ostensible  progression,  and 
consider  the  economic  arguments  that  may  be  advanced 
for  and  against  progressive  taxation  as  a  general  theory. 

The  real  contest  between  the  principles  of  proportion 
and  progression  turns  about  the  fundamental  question  as 

**  Riverienlx,  De  Vlmpot  Territorial  Gradui,  Conservateur  de  la 
Propriiti,  1816,  p.  14. 

*■  Nasse,  Gutachten  iiber  Personalbesteuerung,  in  Schriften  des 
Vereins  fur  Social  politik,  iii,  (1877),  p.  14. 

*•  Cf.  Scialoja,  /  Principi  di  Economia  Sociale,  1840,  p.  246. 

**He  speaks  of  "ce  caractere  de  redressement  compensateur  des 
injustices  inherentes  aux  taxes  de  consommation."  Gaston  Gros, 
L'lmpot  sur  le  Revenu,  1907,  p.  70. 
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to  the  basis  of  taxation — ^the  theory  of  the  benefits  or  the 
theory  of  ability.  On  the  one  hand  we  have  the  conten- 
tion that  a  man  should  pay  taxes  in  proportion  to  the 
benefits  that  accrue  to  him  from  the  state — ^the  so-called 
give-and-take,  or  quid-pro-quo  doctrine,  also  known  as 
the  enjoyment,  or  bargain-and-sale,  or  exchange,  or  re- 
ciprocal, or  social-dividend  theory.  Of  this,  minor  vari- 
ations are  the  protection  and  insurance-premium  theo- 
ries.*** They  all  in  last  resort  mean  taxation  according 
to  benefits  received,  and  we  have  hence  summed  them  up 
tuider  the  name  of  the  theory  of  benefits.  On  the  other 
hand  we  have  the  doctrine  that  a  man  should  pay  taxes 
in  accordance  with  his  faculty  or  ability  to  pay,  or  con- 
tributive  capacity;  and  as  this  faculty  may  be  r^^rded 
from  the  two  standpoints  of  production  and  consumption, 
it  is  to  acertain  extent  affected  by  the  degree  of  sacrifice 
which  the  taxpayer  is  called  upon  to  make. 

We  must  take  it  for  granted  in  this  place  that  the  theory 
of  benefits  as  the  controlling  principle  in  general  taxa- 
tion has  been  discarded  in  favor  of  the  other  theory.  To 
prove  this  in  detail,  and  to  point  out  the  considerations 
which  limit  the  general  theorem,  would  require  a  discus- 
sion which  belongs  rather  to  the  general  bases  of  taxa- 
tion. The  point  which  we  desire  to  emphasize  here  is 
that  the  theory  of  benefits  has  usually  led  to  the  principle 
of  proportion ;  and  that  the  theory  of  the  ability  or  sacri- 

"The  term  quid  pro  quo  was  first  used  1^  J.  S.  Mill.  The  term 
"bargain-and-sale"  theory  is  due  to  Henning,  A  Just  Income  Tax, 
How  Possible,  1851,  p.  5.  The  term  "social-dividend"  theory  was 
adopted  by  Parieu,  TraitS  des  Impdts,  2nd  ed.,  1886,  i,  p.  30,  but  is 
first  found  in  Chauvet  The  term  "exchange"  theory  is  due  to 
Proudhon,  who  boldly  declared  "I'impot  est  un  Change."  The 
term  "enjoyment"  theory  (Genuss-theorie)  is  the  one  conmionly 
used  by  the  German  writers.  The  term  "reciprocal"  or  "reciproc- 
it3r"  theory  is  due  to  Cooley,  Law  of  Taxation,  p.  14,  who  speaks  of 
taxation  and  protection  as  reciprocal. 
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fice  has  usually  led  to  the  principle  of  progression.  This 
has,  however,  not  been  universally  true.  For  in  a  few 
cases  the  theory  of  benefits  has  led  to  the  principle  of 
progression,  while  the  theory  of  ability  has  sometimes 
led  not  only  to  the  principle  of  proportion,  but  also  to 
the  principle  of  degression  rather  than  of  progression. 
It  will  be  our  function  to  subject  these  various  theories 
and  conclusions  to  a  detailed  criticism  in  order  to  ascer- 
tain, which,  if  any,  is  the  defensible  doctrine. 
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CHAPTER  II. 

THE  BENEFIT  THEORY. 

The  old  doctrine  of  taxation  was  that  of  benefits.  It 
held  that  taxes  must  stand  in  a  definite  relation  to  the 
advantages  derived  by  the  individual  citizen.  Since  pro- 
tection was  generally  regarded  as  the  chief  function  of  the 
state,  the  conclusion  was  drawn  that  taxes  must  be  ad- 
justed to  the  protection  afforded.  Taxes  were  looked 
upon  as  premiums  of  insurance  which  individuals  paid  to 
the  collective  insurance  company — the  state — in  order  to 
enjoy  their  possession  in  peace  and  security. 

The  natural  conclusion  from  this  doctrine  was  propor- 
tionality of  taxation.  The  larger  a  man's  property  or 
income,  the  greater  are  the  benefits  that  accrue  to  him 
from  the  protection  of  the  state.  An  insurance  company 
fixes  its  premiums  in  exact  proportion  to  the  value  of  the 
property ;  for  the  value  of  the  property  determines  the  ex- 
tent of  the  risk.  So  in  the  same  way  the  state  must 
charge  for  its  activities  and  exertions,  proportioning  each 
charge  to  the  amount  of  its  efforts,  and  measuring  the  ex- 
penditure of  the  effort  by  the  exact  amount  of  the  prop- 
erty or  the  income  protected.  The  logical  outcome  of  this 
theory  was  declared  to  be  the  proportional  taxation  of  all 
property  or  income. 

This  conclusion,  however,  was  first  modified,  and  then 
openly  attacked.  The  modification  consisted  in  the  in- 
troduction of  the  theory  of  the  exemption  of  the  minimum 
of  subsistence.  As  regards  the  property  tax  this  took 
the  shape  of  the  demand  of  a  proportional  taxation  not  of 
all  property,  but  of  all  property  in  excess  of  a  definite 
minimum.  As  regards  the  income  tax,  the  modification 
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was  known  as  the  clear-income  theory  of  taxation.  This 
theory  was  not  much  else  than  the  acceptance  of  the  Ricar- 
dian  view  of  income.  Ricardo  says  that  "the  power  of 
paying  taxes  is  in  proportion  to  the  net,  and  not  in  pro- 
portion to  the  gross  revenue."^  By  net  income  he  means 
gross  income  less  expense  of  production.  The  advocates 
of  the  clear-income  theory  however,  held  that  the  laborers' 
outlay  for  necessaries  also  constituted  an  expense  of 
production.  Hence  the  demand  for  the  exemption  of  the 
minimum  of  subsistence.  Moreover,  some  writers  went 
further  and  extended  the  conception  of  clear  income. 
They  maintained  that  not  only  the  necessary  expenses 
of  sheer  subsistence,  but  also  the  expenses  which  con- 
tribute to  maintain  a  standard  of  comfort,  should  be 
declared  expenses  of  production.  The  amount  of  income 
exempted  would  thus  be  considerably  larger.  The  excess, 
however,  or  the  clear  income  over  and  above  these  ex- 
penses of  production,  should  still  be  taxed  proportion- 
ately, because  of  the  benefit  theory.^  The  taxable  income 
is  the  clear  income.  Proportional  taxation,  therefore, 
means  proportional  taxation  of  clear  income  only. 

It  is  plain  that  this  is  proportional  taxation  only  in  a 
very  peculiar  sense,  and  that  proportional  taxation  of 
clear  income,  i.  e.,  income  above  a  fixed  minimum,  is  ac- 
tually degressive  taxation  of  total  income.  Thus  with- 
out being  aware  of  it  many  advocates  of  so-called  propor- 

*  Ricardo,  Principles  of  Political  Economy  and  Taxation,  chap, 
xxvi.  For  a  history  of  the  clear-income  and  total-income  theory 
see  Schmoller,  "Die  Lehre  vom  Einkommen  in  ihrem  Zusammen- 
hang  mit  den  Grundprincipien  der  Steuerlehre,"  in  Tiibinger  Zeit- 
schrift  fur  die  gesammte  Staatswissenschaft,  vol.  xix  (1863),  pp.  1-86. 
Cf.  also  Meyer,  Das  Wesen  des  Einkommens,  1887,  introduction, 
pp.  1-28. 

"This  is  not  intended  to  convey  the  impression  that  all  the  advo- 
cates of  the  clear-income  doctrine  were  believers  in  the  give-and-take 
theory.    We  shall  see  later  that  this  is  not  the  case. 
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tional  taxation  really  favor  non-proportional  taxation.  It 
may  be  said,  moreover,  in  criticism,  that  this  idea  of  clear 
income  is  open  to  serious  objection.  For  as  soon  as  we  ex- 
tend the  idea  of  minimum  of  subsistence  so  as  to  include 
a  standard  of  comfort — ^that  is,  as  soon  as  we  claim  that 
not  only  absolutely  necessary,  but  also  relatively  necessary 
expenses  should  be  deducted, — clear  income  or  taxable 
income  becomes  a  variable  quantity,  because  a  variable, 
rather  than  a  fixed,  minimimi  must  be  deducted  in  each 
case.  Since  wealthier  individuals  generally  have  a  higher 
standard  of  life — for  they  consider  almost  as  necessaries 
what  the  poor  regard  as  luxuries — it  would  follow  that 
the  wealthier  a  man  is,  the  greater,  up  to  a  certain  point, 
should  be  the  amount  exempted  from  taxation.  Propor- 
tional taxation  of  clear  income  might  in  this  case  be 
regressive,  in  lieu  of  degressive,  taxation  of  total  income ; 
it  might  actually  tax  the  poor  man  more  than  the  rich 
man.  Clearly,  therefore,  if  the  idea  of  clear  income  be 
accepted  at  all,  it  must  be  restricted  to  the  surplus  above 
a  fixed  minimum  of  necessary  subsistence. 

Not  only  was  the  doctrine  of  proportional  taxation 
modified  in  this  way,  but  it  was  soon  formally  attacked, 
and  from  two  sides.  On  the  one  hand  the  inadequacy  of 
the  basis  was  pointed  out:  it  was  affirmed  that  taxes 
cannot  and  should  not  be  proportioned  to  benefits.  On 
the  other  hand,  while  the  basis  was  still  upheld,  the  va- 
lidity of  the  conclusion  was  impugned.  That  is,  it  was 
still  asserted  that  taxes  must  be  paid  in  accordance  with 
benefits ;  but  it  was  shown  that  benefits  were  not  propor- 
tional to  property  or  to  income.  Let  us  consider  the  last 
objection  first,  especially  since  it  has  been  almost  com- 
pletely overlooked. 

The  benefits  to  the  individual,  said  some  writers,  in- 
crease faster  than  his  property  or  income.    Most  of  the 
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public  expenses  are  incurred  to  protect  the  rich  against 
the  poor,  and  therefore  the  rich  ought  to  contribute  not 
only  actually,  but  relatively,  more.  Certain  governmental 
expenses,  other  writers  affirmed,  confer  an  equal  or  pro- 
portional benefit  on  all ;  but  there  are  many  kinds  of  gov- 
ernmental outlay  which  have  a  special  value  for  the  rich, 
without  losing  their  equal  value  for  all.  Others  again 
confessed  that  the  benefits  of  state  action  are  theoretically 
enjoyed  by  all,  but  maintained  that  practically  the  benefits 
accrue  only  to  the  wealthier  classes.  Finally,  some  writers 
went  so  far  as  to  invoke  the  aid  of  mathematics,  and 
endeavored  to  prove  that  protection  actually  increases 
faster  than  property  or  income.  The  value  of  state  protec- 
tion to  a  man  worth  one  million  dollars  is  not  ten  times  as 
much  as  its  value  to  the  man  worth  one  hundred  thousand 
dollars,  but  far  more  than  ten  times  as  much.  The  insur- 
ance argument,  these  writers  assert,  proves  the  contrary 
of  what  it  is  intended  to  prove.  For  insurance  companies 
fix  their  premiums  not  only  in  proportion  to  the  amount 
insured,  but  also  according  to  the  risks,  so  that  the  same 
amounts  often  pay  different  premiiuns.  A  million  dollars 
belonging  to  one  man  is  in  greater  risk  of  being  stolen 
or  pillaged  than  the  same  amount  distributed  among  sev- 
eral men.  Therefore  the  tax-rate  or  insurance  premium 
ought  to  be  higher.  Thus  from  all  these  different  points 
of  view  writers  who  firmly  believe  in  the  benefit  theory 
are  compelled,  logically  as  they  think,  to  demand  progres- 
sive taxation. 

The  situation  is  a  curious  one.  The  benefit  theory  is 
usually  regarded  by  its  opponents  as  a  narrow,  extremely 
individualistic,  almost  atomistic,  doctrine.  The  plea  for 
progressive  taxation  is  usually  branded  by  the  individual- 
ists as  a  socialistic  argument.  Yet  here  we  have  arch- 
individualists  demanding  what  other  individualists  regard 
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irch-socialism.     It  is  a  remarkable  outcome  of  indi- 

lalism. 

n  reality,  however,  this  defence  of  progressive  taxa- 

is  not  very  strong.  Far  from  being  the  fact  that  the 
le  of  protection  increases  faster  than  property,  the 
*rse  is  true.  A  man  without  any  income  or  property 
ill  may  have  more  money  spent  on  him  in  the  poor- 
se  than  hundreds  of  men  with  moderate  incomes.  The 
ionaire  who  is  able  to  hire  his  own  watchmen,  his  own 
actives,  his  own  military  guard,  and  who  often  relies 
•e  on  his  individual  efforts  than  on  the  government  for 
protection  of  his  property,  may  cause  the  state  less  ex- 
se  than  the  man  of  smaller  means  who  must  depend 
rely  on  the  government.  The  rich  man  sends  his 
dren  to  private  schools  and  colleges,  the  poor  man  has 
family  educated  in  the  public  schools.    The  rich  man 

his  street  swept  by  a  hired  laborer,  the  poor  man  has 
cleaned  at  the  expense  of  the  city.  The  activity  of  the 
:e  is  up  to  a  certain  point  subject  to  the  law  of  increas- 

retums.  If  we  are  to  have  any  comparison  at  all 
ween  state  action  and  private  business,  the  state  may 
compared  to  a  railroad,  whose  business  may  increase 
siderably  without  entailing  a  proportionate  increase  of 
lay,  because  of  the  fact  that  certain  expenses  are  fixed, 

variable  charges.  It  does  not  cost  the  state  ten  times 
nuch  to  settle  a  one  thousand  dollar  lawsuit  as  it  does 
iettle  a  one  hundred  dollar  litigation.  Certain  expenses 
government  indeed  vary  with  the  value  of  the  prop- 
fy  but  the  great  majority  increase  in  a  less  than  pro- 
tionate  ratio.  From  the  standpoint  of  benefits  con- 
red,  who  would  have  the  hardihood  to  say  that  the 
)r  man  does  not  value  the  protection  afforded  to  his 
:  and  property  just  as  highly  as  the  rich  man?  As  we 
^e  just  seen,  he  frequently  values  it  far  more  highly, 
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because  of  his  entire  dependence  on  the  state.  Hence  if 
protection  or  benefit  is  to  be  the  sole  test  of  taxation,  the 
scale  should  be  graduated  downward,  instead  of  upward ; 
for  neither  the  protection  nor  the  benefits  grow  in  propor- 
tion to  the  property  or  income.  Logically,  thus,  it  might 
seem  that  the  poor  man  should  then  pay  relatively  more 
than  the  rich  man. 

This  whole  method  of  argument,  however,  is  inconclus- 
ive. The  question  of  advantages  which  an  individual 
derives  from  governmental  action  is  a  psychological  one. 
It  does  not  logically  lead  either  to  proportion,  or  to  pro- 
gressive or  to  regressive  taxation.  The  degree  to  which 
a  taxpayer  values  the  public  art  galleries,  or  the  public 
concerts,  or  clean  streets,  or  the  decisions  of  the  courts, 
or  the  thousand  and  one  other  benefits  conferred  by  state 
action,  depends  on  a  multiplicity  of  motives  which  may 
differ  in  every  individual  case.  A  poor  man  may  value 
them  more,  or  he  may  value  them  less,  than  a  rich  man. 
Two  equally  rich  men  may  value  them  in  entirely  different 
degrees.  There  is  no  exact  and  absolute  measure  of  ad- 
vantages. It  is  quite  impossible  to  apportion  to  any  indi- 
vidual his  precise  share  in  the  benefits  of  governmental 
activity.  The  advantages  are  quantitatively  immeasur- 
able.^ Proportional  taxation  as  a  necessary  outcome  of 
the  benefit  theory  is  just  as  illogical  as  progressive  taxa- 
tion based  on  the  same  theory. 

It  is  the  force  of  this  conclusion  which  has  induced 
most  of  the  recent  writers  to  abandon  the  premises  that 
made  the  conclusion  possible.  Some  of  the  advocates  of 
the  give-and-take  theory,  however,  sought  to  uphold  the 
general  doctrine  on  slightly  different  grounds.     It  was 

*  Cf.  the  discussion  of  benefits  as  both  the  reason  and  the  meas- 
ure of  taxation  in  the  author's  address  on  the  single  tax,  in  The 
Single  Tax  Discussion,  reported  for  the  American  Social  Science 
Association,  1890,  pp.  40-44. 
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confessed  that  the  protection  theory  or  the  insurance 
theory  of  taxation  is  indefensible.  The  partisans  of  the 
give-and-take  theory,  however,  now  maintained  that 
taxes  should  be  proportioned  to  the  cost  of  service.  Not 
the  value  of  the  protection  to  the  individual,  but  the  cost 
of  the  service  to  the  government  is  the  test.  Every  man 
must  pay  the  state  for  such  service  just  what  it  costs  the 
state  to  afford  that  service.  This  is  still  the  exchange 
or  quid-pro-quo  theory;  but  it  is  a  variation  from  the 
untenable  protection  or  insurance  doctrine. 

The  cost-of-service  theory,  however,  was  soon  found 
to  be  just  as  unsatisfactory  as  the  other  variations  of  the 
give-and-take  theory.  There  is  indeed  no  doubt  that 
some  payments  made  by  individuals  for  particular  ser- 
vices should  represent  as  nearly  as  possible  the  cost  of 
service  to  the  government.  In  this  all  modem  writers  are 
agreed.  Such  payments,  however,  are  not  taxes.  They 
are  known  in  public  finance  as  fees,  or  what  Adam  Smith 
called  "particular  contributions."*  Fees,  however,  are 
not  taxes  properly  so  called.  For  just  as  it  is  impossible 
to  apportion  taxes  in  general  according  to  the  criterion  of 
protection  or  insurance,  because  it  is  impracticable  to 
measure  the  exact  benefits  of  general  government  ac- 
tivity accruing  to  the  individual,  so  in  the  same  way  it 
is  impossible  to  apportion  taxes  in  general  according  to 
the  cost  of  each  particular  service,  because  it  is  impractic- 
able to  separate  the  individual's  share  in  the  total  cost  of 
general  state  expenses.  The  cost-of-service  theory  is  just 
as  inadequate  as  the  protection  or  insurance  theory.  They 
are  both  variations  of  an  indefensible  whole. 

Thus  the  entire  give-and-take  principle  came  to  be  aban- 
doned as  the  foundation  for  a  scientific  treatment  of 


*C/.  the  chapter  on  "The  Classification  of  Public  Revenues," 
Seligman,  Essays  in  Taxation,  sth  ed.,  1905. 
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taxation.  When  the  theory  of  benefits,  however,  was  dis- 
carded as  the  sole  explanation  of  taxation,  it  became 
necessary  to  substitute  for  it  another  basis.  In  its  stead 
there  has  been  put  the  doctrine  of  ability  or  faculty.  Every 
individual  should  be  taxed  in  accordance  with  his  faculty, 
or  his  ability  to  pay.  The  meaning  ascribed  to  these 
terms  and  the  conclusions  to  be  drawn  from  this  principle 
we  shall  learn  later  on.  Let  us  first  study  more  in  detail 
the  arguments  of  those  that  espouse  the  theory  of  benefits. 
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One  of  the  first  advocates  of  this  doctrine  was  Hobbes. 
Hobbes'  theory  of  taxation  was  an  outgrowth  of  his 
general  political  principles.  Since  the  state  was  simply  a 
necessary  escape  from  the  original  bellum  omnium  contra 
omnes,  the  revenues  of  the  state,  or  taxes,  must  be  re- 
garded as  the  price  paid  for  the  peace  purchased.  Equal- 
ity is  the  universal  rule  of  taxation,  but  this  equality 
means  an  equality  of  the  burden,  that  is,  an  equality  be- 
tween the  burdens  imposed  and  the  benefits  received.  The 
benefits  conferred  upon  the  individual  are  thus  the  real 
test  of  taxation.  Taxes  must  be  proportional  to  benefits 
and  the  chief  benefit  is  the  protection  afforded.^     It  is 

*A  few  of  the  writers  discussed  in  these  historical  appendices  are 
referred  to  in  Held,  Die  Einkommensteuer,  1872,  pp.  121-135,  and  in 
Neumann,  "Die  Steuer  nach  der  Steuerfahigkeit,"  in  Jahrbucher 
fur  National-Oekonomie  und  Statistik,  vol.  35  (1880),  p.  511.  A  fuller 
essay  is  that  of  Lehr,  mentioned  above,  p.  2.  Meyer's  Die  Princip- 
ien  der  gerechten  Besteuerung,  1884,  contains  a  good  history  of  some 
of  the  principles  of  taxation,  including  an  account  of  progressive 
taxation,  which  must,  however,  be  separated  laboriously  and  piece- 
meal from  the  general  discussion.  These  German  writers  pay  but 
little  attention  to  the  French,  and  scarcely  notice  the  English,  Dutch 
and  Italian  literature  which  has  become  of  considerable  importance. 
The  work  of  A.  Chargueraud,  UEconomie  Politique  et  V  Impot, 
1864,  is  composed  of  a  series  of  extracts  from  a  few  of  the  French 
authors.  Chapters  i,  iii  and  xiv  (de  Timpot,  Timpot  progressif,  Tim- 
pot  sur  le  revenu)  will  be  found  useful  for  comparison.  The  re- 
cent monograph  of  de  Retz  de  Serviez,  De  Vlmpot  progressif  dans 
VHistoire  de  la  France,  de  1789  d  1870,  1904,  gives  a  longer  series 
of  extracts  from  some  of  the  French  writers.  Cf,  also  the  essay  of 
Grabein  mentioned  on  page  135. 

*"Ad  tollendam  ergo  justam  querimoniam,  quietis  publicae  inte- 
rest, et  per  consequens  ad  officium  pertinet  imperantium  ut  onera 
publica  aequaliter  ferantur.     Praeterea  cimi  id  quod  a  civibus  in 
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significant,  however,  that  Hobbes  lays  down  the  rule  that 
the  best  test  of  benefits  is  not  property  or  income,  but  ex- 
pense. The  theory  of  benefits  thus  resolves  itself  into  a 
proportional  tax  on  expense.  "For  what  reason  is  there," 
says  Hobbes,  "that  he  which  laboureth  much,  and  sparing 
the  fruits  of  his  labor,  consumeth  little,  should  be  more 
charged,  than  he  that  living  idly,  getteth  little,  and  spend- 
eth  all  he  gets;  seeing  the  one  hath  no  more  protection 
from  the  commonwealth  than  the  other?  But  when  the 
impositions  are  laid  upon  those  things  which  men  con- 
sume, every  man  payeth  equally  for  what  he  useth,  nor  is 
the  commonwealth  defrauded  by  the  luxurious  waste  of 
private  men."* 

Among  the  earliest  defenders  of  the  contract  theory  of 
the  state  was  Hugo  Grotius;  his  theory  of  taxation  is 
hence  simply  the  give-and-take  doctrine.  In  one  sense, 
therefore,  Grotius  may  be  declared  the  originator  of  the 
benefit  theory.     He  devotes  but  little  space  to  taxation, 

publicum  confertur,  nihil  aliud  sit  praeter  emptae  pacis  pretium, 
rationis  est  ut  ii  qui  aequae  pacis  participant,  aequas  partes  solvant 
.  .  .  Aequalitas  autem  hoc  loco  intelligitur  non  pecuniae  sed 
oneris,  hoc  est  aequalitas  rationis  inter  onera  et  beneficia,  Quam- 
quam  enim  pace  omnes  aequaliter  fruantur,  non  tamen  beneficia  a 
pace  omnibus  aequalia  sunt.  Nam  alii  plus,  alii  minus  acquirunt. 
£t  rursus  alii  plus,  alii  minus  consumant."  De  Cive,  chap.  xiii. 

In  the  Leviathan,  Hobbes  repeats  his  view  in  English :  "To  Equall 
justice  appertaineth  also  the  Equall  imposition  of  Taxes;  the  Equal- 
ity whereof  dependeth  not  on  the  Equality  of  riches,  but  on  the 
Equality  of  the  debt  that  every  man  oweth  to  the  Commonwealth 
for  his  defence.  .  .  .  For  the  Impositions  that  are  layd  on  the 
people  by  the  Soveraign  Power  are  nothing  else  but  the  Wages, 
due  to  them  that  hold  the  publique  Sword,  to  defend  private  men 
in  the  exercise  of  severall  Trades  and  Callings.  .  .  .  Which 
considered,  the  Equality  of  Imposition,  consisteth  rather  in  the 
Equality  of  that  which  is  consumed,  than  of  the  riches  of  the  per- 
sons that  consume  the  same."  Chap.  30,  part  2,  p.  181,  of  the  1651 
edition.     (Reprint  of  1881,  p.  270). 

*  Leviathan,  p.  271  of  reprint  of  1881. 
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but  in  a  noteworthy  passage,  in  which  he  discusses  transit 
dues  and  tolls,  he  maintains  that  the  burdens  must  be  pro- 
portional to  the  benefits  received  in  the  shape  of  protec- 
tion, and  must  not  exceed  this  amount  of  benefit.'*  Taxa- 
tion is,  therefore,  the  price  of  protection. 

In  the  same  way  Pufendorf  declares  taxes  to  be  noth- 
ing but  the  price  of  protection,  although  he  does  not  accept 
expenses  as  the  test.  The  principle,  however,  must  be  that 
of  proportion.*  Many  of  the  publicists  of  the  following 
century  simply  repeat  the  same  ideas. 

When  we  come  to  the  professed  economists  we  find 
many  of  them  taking  the  same  view.  The  economist  and 
statesman,  Sully,  had  maintained  as  far  back  as  the  six- 
teenth century  that  taxes  must  be  prportional  to  the  bene- 
fits derived  by  the  tax-payer  and  must,  therefore,  be  in  a 
direct  ratio  to  his  profits.*  So  the  great  fiscal  reformer, 
Vauban,  held  that  every  one  needs  the  protection  of  the 
state,  that  the  prince  cannot  protect  his  subjects  without 

^''Quaeritur  an  ita  transeuntibus  mercibus  terra  aut  amne,  aut 
parte  maris  quas  terrae  accessio  did  potest,  vectigalia  imponi  pos- 
sint  ab  eo,  qui  in  terra  imperium  habet.  Certe  quaecunque  onera  ad 
ilias  merces  nullam  habent  respectum,  ea  mercibus  istis  imponi  nulla 
aequitas  patitur.  Sic  nee  capitatio,  civibus  imposita  ad  sustentanda 
reipublicae  onera  ab  exteris  transeuntibus  exigi  potest  Sed  si  ad 
praestandam  securitatem  mercibus  aut  inter  caetera  etiam  ob  hoc 
onera  sustinentur,  ad  ea  compensanda  vectigal  aliquod  mercibus 
potest,  dum  modus  causae  non  excedatur."  Hugo  Grotius,  De  Jure 
Belli  ac  Pacts,  1625,  lib.  ii,  cap.    2,  §14,  i. 

•"Tributa  nihil  aliud  atque  merces  quam  singuli  pendunt  civitati 
pro  defensione  salutis  et  bonorum."  Pufendorf,  De  Jure  Naturae 
et  Gentium,  book  vii,  chap,  v,  p.  6.  In  his  essay  in  the  Jahrbucher  fur 
Nationalokonomie,  mentioned  above,  Professor  Neumann  has  col- 
lected a  number  of  similar  statements  from  the  German  and  Dutch 
publicists  of  the  17th  and  i8th  centuries. 

•"L'impot  ne  devrait  etre  que  la  mise  apport^  par  chaque  indi- 
vidu  dans  la  vie  civile  pour  avoir  part  k  ses  bienfaits ;  il  devrait  etre 
proportionn^  aux  avantages  qu'en  retire  le  contribuable  et  pr6Iev6 
sur  ces  b^n^fices."  Sully,  quoted  in  De  Girardin,  L'lmpot,  1852, 
p.  150. 
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adequate  funds,  and  that  therefore  everyone  is  under  a 
natural  obligation  to  pay  taxes  proportionally  to  his  reve- 
nue.'' It  is  true,  indeed,  that  Vauban  laid  down  these 
rules  in  order  to  enforce  his  great  doctrine  of  universal- 
ity of  taxation,  and  that  but  little  exception  can  be  taken 
to  his  manner  of  statement ;  but  the  fact  remains  that  he 
based  his  reasons  on  the  theory  of  benefits,  and  deduced 
from  this  the  doctrine  of  proportional  taxation. 

The  earliest  English  scientific  writer  on  taxation  is 
Sir  William  Petty.  Petty  advances  the  benefit  theory  in 
the  following  words :  "It  is  generally  allowed  by  all  that 
men  should  contribute  to  the  Publick  charge  but  according 
to  the  share  and  interest  they  have  in  the  Publick  Place; 
that  is  according  to  their  Estates  and  Riches."®  But  Petty 
goes  on  to  show  that  this  demand  of  proportional  taxation 
means  a  tax  proportional  to  expjense,  "since  there  are  two 
sorts  of  riches,  one  actual  and  one  potential."  His  conclu- 
sion from  the  principle  of  benefits  is,  that  it  is  "natural 


'Vauban's  Maximes  Fondamentales  are  as  follows: 
"I.  II  est  d'une  Evidence  certaine  et  reconnue  par  tout  ce  qu'il  y  a 
de  peuples  polices  dans  le  monde,  que  tous  les  sujets  d'un  Etat  ont 
besoin  de  sa  protection,  sans  laquelle  ils  n'y  sauraient  subsister. 

II.  Que  le  prince,  chef  et  souverain  de  cet  Etat,  ne  peut  donner 
cette  protection  si  ses  sujets  ne  lui  en  foumissent  les  moyens,  d'ou 
s'ensuit : 

III.  Qu'un  Etat  ne  peut  se  soutenir,  si  les  sujets  ne  le  soutien- 
nent.  Or,  ce  soutien  comprend  tous  les  besoins  de  TEtat,  auxquels, 
par  consequent,  tous  les  sujets  sont  oblig6s  de  contribuer.  De  cette 
nScessiti  il  r6sulte: 

Une  obligation  naturelle  aux  sujets  de  toutes  conditions,  de  con- 
tribuer k  proportion  de  leur  revenu  ou  de  leur  Industrie." — ^Vauban, 
Dime  Roy  ale,  p.  1707.  In  Economistes  Financiers  du  xviii  siicle 
(ed.  Daire,  1843),  p.  47. — "II  est  raisonable  que  tous  contribuent 
selon  leurs  revenus."    Ibid.,  p.  56. 

•Petty,  A  Treatise  of  Taxes  and  Contributions,  1677,  chap,  xv, 
p.  68.  Petty  uses  the  phrase,  "ability  to  pay,"  when  speaking  of  the 
poll  tax.    Ibid,,  p.  43. 
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justice  that  every  man  should  pay  according^  to  what  he  ac- 
tually enjoyeth."® 

The  Physiocrats  were  all  advocates  of  the  theory  of 
benefits  and  of  proportional  taxation,  although  their  prac- 
tical proposal  was  a  single  tax  on  land.  Quesnay  has  not 
much  to  say  about  the  philosophic  basis  of  taxation,  but  he 
maintains  that  the  best  tax  is  that  which  is  proportional  to 
net  produce.  ^^  To  some  it  might  appear  doubtful 
whether  the  Physiocrats  based  their  conclusions  on  the 
theory  of  benefits.  This  doubt,  however,  is  soon  dispelled 
when  we  remember  the  views  of  important  members  of 
the  school  like  Turgot  and  the  elder  Mirabeau.  Turgot 
held  that  taxation  should  be  proportional  to  the  benefits 
derived  by  the  individual  from  the  action  of  the  state. ^* 
Moreover,  we  must  not  forget  his  answer  to  the  demand 
of  an  enthusiast  for  progressive  taxation :  "We  must  exe- 
cute the  author  and  not\he  project."^*  Mirabeau  the 
elder  said  that  a  tax  is  a  payment  made  by  the  individual 
in  return  for  the  protection  afforded  by  government  since 
the  expenses  incurred  by  the  state  simply  assure  to  the 
citizens  an  equivalent  for  what  they  give.^*    Taxes  must 

•  Petty,  op  cit,  chap,  xv,  p.  72. 

^"La  forme  d'imposition  la  plus  simple  ...  est  celle  qui  est 
^tablie  proportioneUement  au  produit  net"  Quesnay,  Notes  sur  Us 
Maximes  Fondatnentales,  etc  Maxime  V,  In  Oeuvres  Econo- 
tniques,  ed.  Oncken  (1888),  p.  339. 

^''L'impot  ne  devrait  etre  que  la  mise  apport^  par  chaque  indi- 
vidu  dans  la  vie  civile  pour  avoir  part  i  ses  bienfaits;  et  devrait  se 
proportionner  aux  avantages  qu*en  retire  le  contribuable."  Quoted 
by  Gandillot,  Principes  de  la  Science  des  Finances,  i,  208.  I  have 
been  unable  to  find  this  particular  sentence  in  my  edition  of  Tur- 
got. As  this  is  the  same  quotation  as  that  on  page  722,  note  6» 
ascribed  by  de  Girardin  to  Sully,  I  suspect  that  G^rdillot  has  made 
a  mistake.  But  that  it  correctly  represents  the  general  trend  of 
Turgot's  thought  I  do  not  doubt  Cf,  Turgot's  general  views  in  his 
Oeuvres,  (Daire's  ed.,)  i,  pp.  392-444. 

"  Cf,  above,  p.  141. 

"•"La  contribution  du  Particulier  n*est  autre  chose  que  le  service 
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hence  be  proportional  to  the  revenue  of  the  citizens  (al- 
though like  the  other  Physiocrats  he  found  this  propor- 
tion chiefly  in  the  single  land  tax). 

Montesquieu's  definition  is  well  known :  "The  revenues 
of  the  state  are  a  part  of  his  property  which  each  citizen 
gives  in  order  to  be  sure  of  the  other  part,  or  in  order  to 
enjoy  it  in  comfort."^*  While  Montesquieu,  however, 
thus  advocates  the  protection  theory,  he  defends  the  pro- 
gressive principle,  as  we  shall  see  later,  for  other  reasons. 
The  definition  of  Raynal  is  approximately  the  same: 
"Taxes  are  the  sacrifice  of  a  part  of  one's  property  for  the 
protection  and  conservation  of  the  rest."^*^  In  the  same 
way  Montyon  contends  that  the  sacrifice  of  a  part  guar- 
antees the  whole,  and  that  taxation  is  simply  an  invest- 
ment which  bears  interest.  But  Montyon,  like  Montes- 
quieu, defends  progressive  taxation  on  other  grounds, 
which  will  be  discussed  hereafter. ^^ 


qu'il  rend  au  Public;  comme  aussi  la  depense  du  Public  n'est  autre 
chose  que  la  tutelle  des  Particuliers,  ou  la  siiret^  de  Tequivalent  qui 
doit  leur  revenir."  Mirabeau,  Theorie  de  VImpdt,  1761,  p.  336.  He 
maintains  hence  "que  Timposition  soit  dans  une  proportion  connue 
et  convenable  avec  les  revenus,"  ibid.,  p.  374,  and  explains  this  further 
by  showing  that  the  tax  must  be  levied  on  land  and  also  "propor- 
tionellemcnt  aux  logemens  ou  loyers  d'habitation,"  ibid,,  p.  392.  Mira- 
beau's  statement,  ibid,,  p.  39,  "que  le  riche  doit  contribuer  beaucoup 
plus  que  le  pauvre  et  couter  beaucoup  moins,  proportion  gard^," 
cannot  be  taken  as  a  demand  for  progressive  taxation.  Gamier, 
Traits  des  Finances,  p.  355,  makes  a  mistake  here  in  calling  Mira- 
beau an  advocate  of  progression.  The  same  error  is  committed  by 
de  Retz  de  Serviez,  De  Vlmpot  Progressif  en  France,  p.  40. 

**"Les  revenus  de  I'Etat  sont  une  portion  que  chaque  dtoyen 
donne  de  son  bien  pour  avoir  la  surete  de  Tautre,  ou  pour  en  jouir 
agreablement."  Montesquieu,  L'Esprit  des  Lois,  1748,  livre  13, 
chap.  I. 

"  "L'impot  pent  etre  d^fini  la  sacrifice  d'une  partie  de  la  propriety 
pour  la  defense  et  la  conservation  de  Tautre."  Raynal,  Histoire 
Philosophique  et  Politique  des  Etablissements  et  du  Commerce  des 
Europiens  dans  les  deux  Indes,  1780,  vol.  iv,  book  19,  chap,  x,  p.  636. 

""Si  rimpot  distrait  une  portion  de  la  propri^t^  priv^  pour  la 
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The  chief  German  writers  on  public  finance  prior  to 
Adam  Smith  held  that  the  doctrine  of  proportion  was  a 
logical  conclusion  from  the  principle  of  benefits.  Thus 
Justi  maintains  that  since  the  man  with  more  property 
enjoys  more  protection,  everybody  must  pay  taxes  in  pro- 
portion to  his  property.  Equality  of  taxation  arises 
from  the  fact  that  all  citizens  enjoy  equal  protection,  se- 
curity and  justice.  The  equality,  however,  must  follow, 
not  the  person,  but  the  property.  For  the  richer  a  man  is, 
the  greater  the  protection  and  security  that  he  enjoys.^^ 

Adam  Smith  has  been  claimed  as  a  defender  both  of 
the  benefit  and  of  the  faculty  theory,  both  of  the  propor- 
tional and  of  the  progressive  doctrine.  It  is  true  that  he 
is  not  always  consistent,  and  that  isolated  passages  may 
be  taken  to  prove  either  view.  A  careful  consideration  of 
the  general  trend  of  his  ideas,  however,  must  convince  us 
that  Adam  Smith  held  in  the  main  to  the  benefit  theory 
and  to  proportional  taxation.  These  are  virtually  con- 
tained in  his  famous  principle  that :  "The  subjects  of  every 
state  ought  to  contribute  towards  the  support  of  the  gov- 
ernment, as  nearly  as  possible  in  proportion  to  their  re- 
spective abilities,  that  is  in  proportion  to  the  revenue 

transferer  a  la  propriete  publique,  le  sacrifice  de  cette  portion  paie 
la  guarantie  de  la  totalite.  Dans  la  realite  le  contribuable,  en  ac- 
quittant  le  tribut  qui  lui  est  impose,  ne  fait  qu'un  placement  d'argent 
dont  il  tire  un  fort  interet."  Montyon,  Quelle  Influence  ont  les  di- 
ver ses  Espices  d'lmpots  sur  la  MoraliU,  V Activity  et  V Industrie  des 
Peuples,  1808.  In  Melanges  d'Economie  Politique  (ed.  Guillaumin, 
1848),  ii,  p.  375. 

""Alle  Unterthanen  haben  an  dem  Schutz  des  Staats  und  andern 
.  .  .  Wohlthaten  gleichen  Antheil.  Wenn  aber  diese  gerechte 
Gleichheit  beobachtet  werden  soil,  so  muss  vomehmlich  die  Pro- 
portion des  Vermogens  zum  Grunde  geleget  werden,  weil  sich  der 
Schutz  des  Staats  hauptsachlich  in  Ansehung  des  Vermogens  zeiget, 
und  weil  Derjenige,  der  ein  grosses  Vermogen  besitzt,  ohne  Zweifel 
mehr  Schutz  geniesst  als  Derjenige,  der  ein  geringes  oder  gar  kein 
Vermogen  hat."  Justi,  Staatswirthschaft,  1755,  Zweiter  Theil,  §  228, 
2nd  ed.  (1758),  p.  3". 
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which  they  respectively  enjoy  under  the  protection  of  the 
state."^®  That  is  to  say,  although  he  uses  the  word 
"ability"  he  immediately  goes  on  to  explain  that  taxation 
should  be  proportioned  to  the  benefits  received  in  the  way 
of  income.  Although  he  says  in  another  part  of  the  same 
chapter :  "It  is  not  very  unreasonable  that  the  rich  should 
contribute  to  the  public  expense  not  only  in  proportion  to 
their  revenue,  but  something  more  than  in  proportion,*'*® 
yet  this  sentence  did  not  lead  him  to  demand  progressive 
taxation  at  all,  and  must  be  regarded  as  a  mere  incidental 
remark.  Adam  Smith  upheld  proportional  taxation  be- 
cause, as  he  said,  "the  expense  of  government  to  the  indi- 
viduals of  a  great  nation  is  like  the  expense  of  manage- 
ment to  the  joint  tenants  of  a  great  estate,  who  are  all 
obliged  to  contribute  in  proportion  to  their  respective 
interests  in  the  estate."^^  This  is  essentially  the  individu- 
alistic or  the  give-and-take  theory. 

Most  of  the  English  writers  until  the  middle  of  the 
century  show  the  influence  of  Adam  Smith  in  this  respect. 
The  Bishop  of  Llandaff  is  interesting  as  being  the  first 
Englishman  to  advance  the  insurance-premium  theory  of 
taxation,  later  associated  with  the  name  of  Thiers.  He 
states  that  the  true  principle  of  taxation  "seems  to  me  to 
be  this,  that  every  man  should  pay  for  the  protection  of 
his  property  by  the  state  in  exact  proportion  to  the  value 
of  the  property  protected ;  just  as  merchants  who  risk  their 
goods  on  board  a  vessel  pay  an  insurance  in  proportion  to 
the  value  of  the  goods  insured."^*    Many  years  later  Mc- 

"Adam  Smith.  Wealth  of  Nations,  book  v,  chap,  ii;  Rogers  ed. 
ii,  p.  414. 

**  Ibid.,  ii,  p.  435.  He  is  speaking  of  a  proportional  tax  on  house- 
rents,  which  he  thinks  falls  heaviest  on  the  rich,  but  which  is  never- 
theless quite  justifiable  for  the  reason  indicated. 

^Ihid.,  ii,  p.  415. 

"Quoted  in  Frend,  The  Principles  of  Taxation,  or  Contribution 
according  to  Means,  1804,  p.  16. 
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Culloch  based  his  demand  of  proportional  taxation  on  this 
same  insurance-premium  theory.  "The  state  has  been  in- 
geniously compared  by  M.  Thiers  to  a  mutual  insurance 
company  where  the  payments  by  the  members  are  exactly 
proportioned  to  the  sums  that  they  have  insured,  or  to 
their  interests  in  the  company.  And  so  it  should  be  with 
the  subjects  of  government.  ...  It  follows  that 
every  one  should  contribute  to  its  support  according  to 
his  stake  in  the  society  or  his  means.  This  is  a  plain  in- 
telligible rule,  that  should  neither  be  forgotten  nor  over- 
looked.**^^ McCulloch  goes  on  to  explain  his  meaning 
by  saying  that  "no  tax  on  incomes  can  be  a  just  tax  unless 
it  leaves  individuals  in  the  same  relative  condition  in 
which  it  found  them.*'  This,  however,  he  thinks,  in- 
volves proportional  taxation.  "Even  if  taxes  on  incomes 
were  otherwise  the  most  unexceptionable,  the  adoption  of 
the  principle  of  graduation  would  make  them  among  the 
very  worst  that  could  be  devised.  The  moment  you  aban- 
don, in  the  framing  of  such  taxes,  the  cardinal  principle 
of  exacting  from  all  individuals  the  same  proportion  of 
their  income  or  their  property,  you  are  at  sea  without  rud- 
der or  compass,  and  there  is  no  amount  of  injustice  and 
folly  you  may  not  conmiit.'*^*  This  insistence  upon  "in- 
justice" is  remarkable  in  the  case  of  a  writer  who  main- 


"J.  R.  McCulloch,  A  Treatise  on  the  Principles  and  Practical  In- 
fluence of  Taxation,  or  the  Funding  System,  1845,  3rd  ed.  (1863), 
p.  17. 

''Ibid,,  pp.  143-145.  Similar  ideas  were  expressed  by  McCulloch 
in  very  much  the  same  words  in  an  anonymous  article  in  the  Edin- 
burgh Review,  vol.  57  (1833),  p.  143.  President  Walker,  who  quotes 
the  article  in  his  Political  Economy,  §  590,  does  not  seem  to  be  aware 
that  the  article  is  written  by  McCulloch.  But  neither  the  idea  nor  the 
phrasing  is  original  with  McCulloch.  It  is  found  almost  word  for 
word  in  Frend,  The  Principle  of  Taxation  (1804),  40;  as  well  as  in 
some  of  the  German  writers,  like  Schlozer,  in  1807.  These  will  be 
mentioned  below. 
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tains,  in  another  part  of  the  same  work,  that  a  statesman 
in  levying  taxes  need  not  concern  himself  about  the  equi- 
ties at  all,  but  look  only  to  the  expediency  and  convenience 
of  collection.  This  leave-them-as-you-find-them  theory, 
as  it  might  be  called,  does  not,  however,  as  we  shall  see 
later,  necessarily  lead  to  proportional  taxation. 

Senior  puts  the  give-and-take  theory  in  somewhat  less 
exceptionable  form,  when  he  says :  "We  consider  all  that 
is  received  by  the  officers  of  government  as  given  in  ex- 
change for  services  affording  protection,  more  or  less 
complete,  against  foreign  or  domestic  violence  or  fraud. 
It  is  true  that  this  exchange  is  conducted  on  peculiar  prin- 
ciples. ...  No  individual  is  permitted  to  refuse  his 
share  of  the  general  contribution,  though  he  should  dis- 
claim his  share  in  the  general  protection.  But  the  trans- 
action, though  often  involuntary  and  still  more  often  in- 
equitable, is  still  an  exchange  and  on  the  whole  a  benefi- 
cial exchange.  The  worst  and  most  inefficient  govern- 
ment affords  its  subjects  a  cheaper  and  more  effectual  pro- 
tection than  they  could  obtain  by  their  individual  and  un- 
aided exertions."^* 

By  all  means  the  strongest  plea  in  English  literature 
for  proportional  taxation  as  the  outcome  of  the  give-and- 
take  theory  is  to  be  found  in  the  writings  of  Sargant. 
Sargant,  however,  is  the  chief  advocate  of  the  cost-of-ser- 
vice  theory  as  over  against  the  value-of-service  theory. 
He  pictures  the  gradual  development  of  a  community 
from  barbarism  to  civilization.  "In  all  these  cases  there 
is  one  simple  principle  by  which  the  contribution  of  each 
colonist  is  determined ;  every  one  pays  in  proportion  to  the 
expense  incurred  by  government  in  protecting  him.  Just 
as  he  pays  the  storekeeper  for  the  goods  he  buys,  the  law- 
yer for  the  advice  he  asks,  the  ploughman  for  the  labor  he 

■•Senior,  Political  Economy,  1836,  6th  ed.  (1872),  p.  87. 
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hires,  so  he  pays  the  government  for  the  protection  he  re- 
ceives ;  and  the  amount  he  contributes  is  not  reg^ated  by 
the  colonist's  ability  to  pay,  but  by  the  cost  incurred  by 
government  on  his  behalf.  This  principle  has  been  over- 
looked or  slighted,  in  most,  if  not  in  all,  the  reasonings 
I  have  seen.  It  has  been  stated,  indeed,  that  a  man  pays 
for  the  protection  he  receives ;  but  it  has  not  been  stated 
that,  in  the  first  instance,  the  amount  he  pays  is  only  a 
reimbursement  of  the  expense  incurred  by  Government 
on  his  behalf."25 

Sargant  is  mistaken,  as  we  shall  see,  in  his  belief  that 
the  theory  had  not  been  advanced  previously.  It  is  note- 
worthy, however,  that  he  declares  this  principle  the  only 
avenue  of  escape  from  progressive  taxation. 

He  puts  his  idea  in  the  following  words:  "If  this 
principle,  of  proportion  between  government  cost  and 
individual  taxation,  be  not  the  foundation  of  just  taxa- 
tion, what  is  the  foundation?  And  what  other  defense 
have  we  against  graduation?  .  .  .  The  very  name 
graduation  stinks  in  the  nostrils  of  wealthy  men.  Why  is 
graduation  an  indefensible  confiscation  ?  Why  is  gradua- 
tion an  indefensible  part  of  socialism  ?  Because,  I  reply, 
graduation  is  unjust;  because  graduation  is  a  filching 
from  rich  men  a  payment  for  that  which  they  do  not  re- 
ceive ;  because  it  is  a  demand  on  rich  men  to  pay  a  shilling 
for  the  loaf  which  men  of  moderate  means  get  for  nine- 
pence!"^^  The  principle  of  justice  is  the  rule  that  each 
man  should  pay  for  government  protection  just  as  he  pays 
for  the  commodities  he  buys.  "Every  one  ought  to  reim- 
burse to  the  government  that  part  of  the  necessary  expen- 

"  William  Lucas  Sargant,  "An  Undiscriminating  Income  Tax  Re- 
considered/' in  Journal  of  the  Statistical  Society,  vol.  25   (1862), 

p.  341. 
*  Ibid.,  p.  352. 
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diture  which  is  incurred  on  his  behalf.'*^''  This  to  Sargant 
means  a  proportional  income  tax. 

The  French  writers  of  the  nineteenth  century,  with 
only  a  few  exceptions  and  until  recently,  have  been  strong 
advocates  of  the  benefit  theory.  Already  at  the  outbreak 
of  the  French  Revolution,  Mirabeau  the  younger  drew  up 
a  report  which  was  spread  broadcast  by  the  constituent 
assembly,  in  which  he  maintained  that  "taxation  is  a  kind 
of  compensation,  the  price  of  the  benefits  which  society 
procures  for  its  members.  A  tax  is  simply  an  advance 
made  to  secure  the  protection  of  the  social  order,  and 
therefore  a  condition  imposed  on  every  one  by  all."*® 
Later  on,  indeed,  the  revolutionists  demanded  progres- 
sion, but  that  was  only  after  another  basis  had  been  found 
for  taxation. 

Coming  to  the  middle  of  the  century,  we  find  the  great 
apostle  of  the  protection  or  insurance  theory  in  Thiers. 
Thiers  maintains  that  every  one  must  pay  proportionally 
to  his  earnings  or  his  fortune  for  the  "most  natural  rea- 
son that  the  cost  of  protection  must  be  shared  according 
to  the  amount  of  property  protected."*®  Progressive  tax- 
ation he  thinks  is  absurd.  If  you  buy  one  hundred  pounds 

"Ibid,,  p.  376.  It  is  true  that  Sargant  afterwards  recommends  the 
exemption  of  the  minimum  of  subsistence;  but  this  he  says  is  not 
justice,  but  mercy.  It  is  clearly  illogical  from  his  "cost-of -service" 
standpoint. 

*""L'imp6t  est  une  dette  commune  des  citoyens,  une  espece  de 
dedommagement  et  le  prix  des  avantages  que  la  societe  leur  pro- 
cure. .  .  .  L'impot  ne  sera  plus  qu'une  avance  pour  obtenir  la 
protection  de  Tordre  social,  une  condition  imposee  i  chacun  pour 
tous."  Ahhembl^e  Nationale,  1789,  Address  aux  Francais  sur  la 
Contribution  Patriotique,  written  by  Mirabeau. 

""Chacun  doit  contribuer  aux  depenses  publiques  en  proportion 
nullement  a  ce  qu'il  gagne  ou  i  ce  qu'il  pessede,  par  la  raison  fort 
naturelle  que  Ton  doit  concourir  aux  frais  de  la  protection  sociale 
suivant  la  quantite  de  biens  proteges."  Thiers,  De  la  Propriiti 
(1848),  p.  352. 
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of  some  commodity  from  a  merchant  you  pay  for  a  him- 
dred;  if  you  buy  one  thousand  poimds,  you  pay  for  a 
thousand.  "Would  you  find  it  natural  to  be  charged 
more  per  pound  if  you  buy  1,000  than  if  you  buy  100? 
On  the  contrary,  the  merchant  or  the  company  will  gene- 
rally let  you  have  the  larger  quantity  at  a  cheaper  rate, 
because  of  the  greater  profits.  .  .  .  But  what  is  society 
if  not  a  stock  company,  in  which  everyone  has  more  or 
less  shares?"*®  He  concludes  that  taxes  must  be  "pro- 
portional to  the  expenses  incurred  by  the  state  in  your  be- 
half, and  to  the  benefits  you  have  received,  just  as  in  an 
insurance  company  the  premium  is  proportioned  to  the 
[amount  insured."*^  Anything  else  would  be  "revolting 
arbitrariness."**  Thiers,  we  see,  combines  the  cost-of- 
service  with  the  value-of-service  theory,  not  seeing  that 
they  are  really  inconsistent.  In  much  the  same  way  Du 
Puynode  defines  a  tax  as  a  "part  set  aside  by  everybody 
for  the  common  purse  in  order  to  guarantee  the  peaceful 
enjoyment  of  his  property  and  the  respect  of  his  per- 
son."** Hence  taxes  must  be  proportional.  "Do  two 
hundred  francs  of  income  require  a  greater  guarantee,  a 
more  difficult  protection  when  they  belong  to  one  man, 
than  when  they  are  divided  between  two  or  three  ?    Evi- 

••"Qu'est-ce  done  que  la  societe,  sinon  une  compagnie,  ou  chactin 
a  plus  tnoins  d'actions,  et  ou  il  est  juste  que  chacun  paye  en  raison 
du  notnbre  de  celles  qu'il  poss^de."    Thiers,  op,  cit,  p.  355. 

"Ainsi  rimpot  proportionnel  c'est-i-dire  Timpot  proportionn^  i 
la  part  des  frais  que  la  societe  est  supposee  avoir  fait  pour  vous,  au 
service  que  vous  en  avez  recu,  comme  en  mati^re  d'assurances  la 
prime  est  proportionn^  k  la  somme  assur^e,  rien  de  mieux;  j'  aper- 
cois  li  un  principle."    Ibid.,  p.  363. 

"  "Un  arbitraire  r^voltant."  Op,  cit,  p.  364.  "La.  proportionnalit6 
est  un  principe,  la  progression  n'est  qu'un  odieux  arbitraire."  Ibi<L, 
p.  362. 

""Aussi  rimpot  peut-il  encore  se  d^finir  la  part  que  chacun  remct 
i  la  caisse  commune,  pour  s'assurer  la  paisible  jouissance  de  ses 
biens  et  le  respect  de  sa  personne."  Du  Puynode,  De  la  Monnaie, 
du  Credit,  et  de  flmpot,  1853,  ii,  p.  70. 
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dently  not.  Proportionality  is  the  rule  of  all  insurance 
policies."**  Emile  de  Girardin  is  a  strong  believer  in  the 
insurance  theory.  "Every  tax  which  is  not  the  guarantee 
of  a  risk,  the  price  paid  for  a  commodity,  or  the  equiva- 
lent of  a  service,  is  a  tax  which  ought  to  be  abandoned. "•* 
In  another  place  he  defines  taxation  as  the  "premium 
of  insurance  paid  by  those  who  possess  in  order  to  insure 
themselves  against  all  risks  of  a  nature  likely  to  trouble 
them  in  their  possessions  or  enjo3mients."*®  Girardin 
thus  concludes  that  the  impot  inique,  or  unjust  tax,  as  it 
exists  to-day  must  be  replaced  by  the  impot  unique,  or  sin- 
gle tax,  and  this  single  tax  is  nothing  but  a  "voluntary 
insurance  premium,  proportional  to  the  value  of  the  prop- 
erty insured."®'' 

So  also  Baudrillart,  in  a  widely  read  manual,  maintains 
that  the  remuneration  must  be  proportioned  to  the  service, 
and  that  it  is  quite  right  to  compare  taxation  to  a  fire 
insurance  premium,  the  "natural  and  just  principle  of 

••"Deux  cents  francs  de  revenu,  exigent-  ils  tine  garantie  plus 
forte,  une  garde  plus  difficile  quand  un  seul  les  per^oit  que  lorsqu' 
ils  reviennent  k  deux,  et  a  deux  ou  i  trois?  Evidemment  non.  La 
proportionnalit6  est  la  r^gle  de  toutes  les  polices  d'assurances." 
Du  Puynode,  op,  cit.,  ii,  p.  92. 

■•"Tout  impot  qui  n'est  pas  la  garantie  d'un  risque,  le  prix  d'une 
marchandise  ou  T^uivalent  d'un  service  est  un  impot  qui  doit  etre 
abandonn^."  Emile  de  Girardin,  L'ltnpot,  1852,  p.  156.  This  whole 
discussion  was  first  written  during  the  revolution  of  1848  and  was 
printed  in  the  work  entitled  Les  1852,  XIII  Le  Socialisme  et  V Impot, 
1849.  Cf.  the  passage  quoted  on  p.  120  of  that  work.  Cf,  also  the 
reprint  of  the  same  author's  views  in  Girardin,  L'Impdt  Inique  et 
Vlmpot  Unique,  1872,  p.  89. 

■•"Tel  que  nous  le  comprenons,  Timpot  doit  etre  la  prime  d'assur- 
ance,  payee  par  ceux  qui  poss^dent,  pour  s'assurer  contre  tous  les 
risques  de  nature  k  les  troubler  dans  leur  possession  ou  leur  jouis- 
sance."    Ibid,,  p.  249. 

•'"L'impot  force  est  transforme  en  prime  volontaire  d'assurance 
proportionelle  k  la  valeur  des  objets  assures."  It  is  voluntary  be- 
cause "point  de  capital,  point  d'impot."    Ibid,,  pp.  300-301. 
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which  is  to  guarantee  risks  in  proportion  to  value.  Pro- 
portional, not  progressive,  taxation,  is,  therefore,  the  true 
ideal."*®  Other  writers  also  harp  on  the  same  key.  For 
instance,  Chauvet  is  the  first  to  develop  what  he  calls  the 
social-dividend  theory.  He  holds,  that  society  owes  to 
every  individual  a  dividend  (in  the  shape  of  benefits) 
proportional  to  what  he  pays.  "The  taxpayers  are  sim- 
ply shareholders  to  each  of  whom  the  social  body  must 
distribute  proportionate  profits."*®  Ginoulhiac  advances 
the  same  idea  when  he  asserts  that  "taxes  are  not  a  bur- 
den, but  a  portion  of  produce  set  aside  for  the  state  in 
virtue  of,  and  as  a  return  for,  its  cooperation."*^ 

Proudhon  indeed  strongly  opposes  the  insurance  the- 
ory— ^what  he  calls  Vimpot  assurance — ^but  he  substan- 
tially holds  to  the  give-and-take  doctrine  in  defining  a 
tax  as  the  "portion  to  be  paid  by  each  citizen  for  the  cost 
of  public  services.     Taxation  is  an  exchange."*^   Proud- 


""Le  principe,  comme  dans  une  compagnie  d'assurance  contrc 
rincendie,  le  principe  nature!  et  juste  est  de  payer  le  risque  en  pro- 
portion de  la  valeur  garantie,  et  quelle  que  soit  la  nature  de  cette 
valeur.  .  .  .  U^quite  veritable,  c'est  le  paiement  proportionncl 
au  risque  couru,  k  la  quantity  des  biens  garantis.  .  .  .  L'impot  doit 
done  etre  proportionnel ;  tel  est  en  matiere  de  taxation  le  veritable 
ideal."  H.  Baudrillart,  Manuel  d'  Economie  Politique,  1857,  i,  5th  ed. 
(1883),  pp.  515-517.  Cf,  his  Economie  Politique  Populaire,  2nd  ed. 
(1876),  p.  318. 

■*"La  contribution  est  une  mise  que  fait  chaque  individu  dans 
I'esperance  legitime  de  retirer  de  son  emploi  une  utility  propor- 
tionnelle,  d'  ou  il  suit  que  la  soci^te  doit  en  avantages  et  en  jouis- 
sances,  k  chaque  contribuable,  un  dividende  proportionnel  a  sa  contri- 
bution. Les  contribuables  sont  done  comme  des  actionnaires  de 
toutes  les  operations  publiques,  a  chacun  desquels  le  corps  social 
devrait  distribuer  une  somme  d'avantages  proportionnels  k  sa  mise/^ 
Quoted  in  Girardin,  Ulmpdt,  1852,  p.  155. 

**"L'imp6t  n*  est  pas  une  charge,  c'est  une  part  des  produits 
accord^e  i  Tetat,  en  vertu  de  sa  cooperation."  Kinoulhiac,  "UEco- 
nomie  Politique  du  Peuple,  p.  321. 

""L'impot  est  la  quote-part  k  payer  par  chaque  citoyen  pour  la 
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hon  has  a  great  many  hard  words  for  progressive  taxa- 
tion. He  calls  it  "a  pure  hypocrisy,  a  cowardly  and 
shameful  transaction,  a  delusion,  a  suicide,  a  confiscation, 
a  mystification,  a  fiscal  plaything,  the  essence  of  arbitrari- 
ness without  check  or  limit,  the  most  stupid  and  unworthy 
of  cheats,"  etc.'*^  His  arguments,  however,  are  all  based 
on  the  assumption  that  taxes  are  inevitably  shifted  to  the 
consumers,  and  that  progressivity  is  hence  a  delusion.  Al- 
though he  states  in  another  part  that  the  idea  of  propor- 
tional taxation  conforms  to  the  principle  of  give  and 
take,^^  the  opponents  of  progression,  who  often  quote 
him,  must  remember  that  Proudhon  afterwards  declares 
proportional  taxation  equally  bad,  because  proportional 
taxation  is  really  regressive  taxation  or  "progressive  tax- 
ation in  the  sense  of  misery."**  This  constitutes  one  of 
his  famous  "economic  contradictions,"  which  leads  him  to 
the  conclusion  that  taxation  in  society  as  it  is  constituted 
to-day  can  never  be  just.  Proudhon,  however,  cannot 
be  claimed  as  an  authority  by  anybody,  because  his  opin- 
ions so  often  shifted.  Thus,  in  his  celebrated  speech  of 
1848,  in  the  debate  in  the  French  assembly,  he  upholds 


depense  des  services  publics.  .  .  .  Uimpot  est  un  echange." 
Proudhon,  ThSorie  de  Vlmpdt,  1861,  p.  39;  new  ed.  of  1868,  p.  40. 

*■  Proudhon,  Systeme  des  Contradictions  Economiques,  1845,  chap, 
vii;  Thiorie  de  flmpot,  chap,  iv,  §  117  (pp.  9,  185,  etc).  He 
concludes,  "  Quand  done  cessera-t-on  d'entretenir  le  public  de  ce 
bilboquet  de  la  progression,  qui  n*  a  ^e  imaging  que  pour  donner  un 
vemis  de  philanthropic  k  Timpot  et  manager  la  pudeur  des  riches." 
Contradictions  Economiques,  p.  240. 

•"De  1^  rid^  que  Timpot,  devant  etre  pay6  par  chacun,  doit 
etre  proportionnel  i  sa  fortune;  id^  conforme  au  principe  de 
Tcchange."    Thiorie  de  I'Impdt,  pp.  113,  114. 

**"L'imp6t,  direct  ou  indirect,  proportionnel  dans  la  forme,  se 
resout  fatalement  en  une  capitation  generale  laquelle  n'ayant,  ni  ne 
pouvant  avoir,  ^gard  aux  differences  de  la  fortune,  constitue  un 
veritable  impot  progressif  dans  le  sens  de  la  misere."    Ibid.,  p.  171. 
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progressive  taxation  in  general,*'  and  even  in  his  later 
book  on  taxation,  he  defends  the  progressive  tax  on  col- 
lateral inheritances,  on  buildings,  on  stamps,  etc.*®  The 
important  point  for  us  is,  however,  that  in  so  far  as 
Proudhon  upholds  proportional  taxation  at  all,  it  is  as  a 
result  of  the  benefit  theory. 

Even  among  some  of  the  more  recent  French  writers 
the  defense  of  proportional  taxation  resting  on  the  bene- 
fit theory,  is  still  common.  Thus  Dupont  and  Batbie 
claim  that  since  the  government  protects  both  persons  and 
property,  the  tax  must  logically  be  composed  of  two 
parts — B,  poll  tax  equal  for  all,  and  a  second  tax  propor- 
tional to  property  or  income.*''  Michaud  and  Le  Hardy 
de  Beaulieu  advocate  the  proportional  tax  or  net  income, 
because  this  is  the  best  test  of  the  services  received  from 
the  state  in  the  shape  of  protection.*® 

The  most  noteworthy  of  recent  French  writers  is  Le- 
roy-Beaulieu.  Leroy-Beaulieu  is  a  stalwart  opponent  of 
progressive  taxation.  It  is  true  that,  in  discussing  the 
general  nature  of  taxation,  he  shows  the  complete  fallacy 
of  the  protection  or  insurance  theory  of  taxation.    When 

^"Discours  prononci  d  I'  assembUe  nationale  le  31  Juillet,  1848, 
In  his  Oeuvres,  vii,  esp.  p.  275. 

*  Thiorie  de  flmpdt,  pp.  272-273. 

**"Tous  les  citoyens,  riches  ou  pauvres,  doivent  un  impot  i  I'Etat 
qui  garantit  la  surety  et  la  liberty  de  chactin;  tous  ceux  qui  poss^- 
dent  doiyent  un  impot  corr^latif  k  Timportance  vraie  ou  suppos^e 
de  leurs  biens,  comme  remuneration  de  Taction  protectrice  exercee 
par  I'Etat"  Etienne  Dupont,  Ulmpot,  1872,  p.  6.  "Que  Ton  soit 
riche  ou  pauvre,  on  recoit  de  la  soci6t6  une  utilite  6gale  sous  le  rap- 
port de  la  protection  accord6e  i  la  personne;  Tinegalit^  des  fortunes 
fait,  au  contraire,  qu'  au  point  de  vue  de  la  protection  des  biens 
les  d^penses  publiques  profitent  in^galement  aux  contribuables."  Bat- 
bie, Nouveau  Cours  dEconomie  Politique,  1866,  ii,  p.  225. 

***'L'imp6t  proportionnel  sur  le  revenu  net  est  corr^spondant  aux 
services  re^us  de  TEtat  sous  forme  de  protection."  Michaud, 
Ulmpdt,  1885,  p.  196.  Cf,  Le  Hardy  de  Beaulieu,  Traiti  Elementaire 
d*Econotnie  Politique.  2nd  cd.  (i86(5),  p.  295. 
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he  treats  of  progressive  taxation,  however,  he  discards 
the  equality-of-service,  or  the  faculty  theory  (because  he 
thinks  it  logfically  leads  to  progressivity),  and  maintains 
that  it  is  the  function  of  the  state  not  to  impose  equality 
of  sacrifice,  but  to  recover  from  each  citizen  "the  just 
price  of  service  rendered  and  their  just  part  in  the  interest 
and  pa3mient  of  the  national  debt."^®  He  repeats  the 
old  question  which  we  have  encountered  so  frequently: 
"What  should  we  say  of  a  baker  or  grocer,  or  any  mer- 
chant who  would  demand  for  the  same  commodities  a 
price  varying  with  the  wealth  of  the  purchaser  ?''*^^  Thus 
Leroy-Beaulieu  reverts  to  the  benefit  theory  and  makes 
it  the  basis  of  his  objection  to  progressive  taxation.  A 
little  later  he  upholds  the  progressive  rate  in  the  rentals 
tax,  and  the  exemption  of  the  minimum  of  subsistence 
from  the  income  tax,  but  in  both  cases  the  progression  is 
to  him  only  apparent,  not  real.  The  progressive  rental 
is  nothing  more  than  a  presumption  of  proportional  in- 
come ;  and  the  exemption  of  the  lower  income  or  the  nomi- 
nally degressive  tax  is  simply  a  compensation  for  the  re- 
gressive indirect  taxes.  So  that  proportional  taxation  is 
the  ideal.  The  point  to  be  noticed,  however,  is  that  the 
basis  of  proportional  taxation  with  Leroy-Beaulieu  is  still 
the  benefit  theory,  the  same  theory  which  he  so  hotly  op- 
poses in  a  preceding  chapter.  More  recently  still,  Bonnet, 
who  also  starts  out  with  objecting  to  the  give-and-take 
theory  of  taxation,  is  equally  illogical  in  making  this  very 
theory  his  main  defense  of  proportional  taxation.**^  Beau- 

^"11  ne  s'  agit  nullement  pour  I'Etat  d'infliger  des  sacrifices  plus 
ou  tnoins  egaux  aux  individus,  mais  bien  de  recouvrir  de  chacun 
d'eux  le  juste  prix  des  services  rendues  et  leur  juste  part  dans  les 
int^ets  et  ramortissetnent  de  la  dette  nationale."  Leroy-Beaulieu, 
Traits  des  Finances,  5th  ed.  (i8{>2),  i,  p.  146. 
■•  "Ne  dirait-on  pas  que  ce  systeme  est  absurde?" 
"^"Un  abaissement  de  prix  corr6spondant  i  la  diminution  des 
frais  qu'  on  procure,  telle  est  la  loi  g6n6rale  du  commerce;  elle  est 
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regard  also  objects  to  progressive  taxation  on  the  ground 
that  it  does  not  proportion  the  burden  to  the  benefits 
received.**^ 

The  German  writers  on  public  finance  during  this  cen- 
tury— and  their  name  is  legion — ^were  for  a  long  time 
under  the  spell  of  Adam  Smith  and  the  early  French  au- 
thors, and  were  in  consequence  firrh  supporters  of  the 
benefit  theory.  In  the  writings  of  the  chief  publicists  we 
find  all  shades  of  the  doctrine  expressed — ^the  protection 
theory,  the  insurance  theory,  the  cost-of-service  theory, 
and  the  value-of-service  theory,  leading  generally  to  the 
demand  for  proportional  taxation. 

One  of  the  earliest  writers,  Schlozer,  shares  with  the 
Englishman  already  quoted  the  doubtful  honor  (gene- 
rally ascribed  to  Thiers),  of  being  the  first  to  advance  the 
insurance-premium  theory.*®  So  Harl,  the  naive  enthu- 
siast for  the  general  property  tax,  discusses  the  income 
tax  as  well  and  demands  proportional  taxation  as  self- 
evident.  "Progressive  taxation  is  not  only  against  all 
justice,  but  against  the  nature  of  things."'*  Sartorius 
makes  the  objection  which  afterwards  became  so  common, 


equitable  et  favorise  le  progr6  ^conomique.  Pourquoi  ne  Tapplique-t- 
on  pas  en  ce  qui  conceme  TEtat.  .  .  .  Mais  si  le  gouverae- 
tnent  ne  cree  pas  une  echelle  d'impot  decroissante  en  raison  des 
sommes  qu'  on  i  payer,  qu'  on  n'aille  pas  au  moins  lui  demander 
d'en  ^tablir  une  progressive;  ce  serait  le  renversement  de  toutes  les 
lois."    Victor  Bonnet,  La  Question  des  Impdts,  1879,  p.  44. 

""11  est  injuste  car  il  ne  proportionne  pas  la  charge  au  b^n^fice 
obtenu."    P.  Beauregard,  Eliments  d*Economie  Politique,  313. 

""In  dieser  Rticksicht  konnte  man  die  Steuem  mit  den  unter 
Kaufleuten  iiblichen  Assecuranz-pramien  vergleichen."  Christian 
von  Schlozer,  Anfangsgriinde  der  Staatswirthschaft,  ii  (1870),  p.  157. 
See  above  p.  96. 

""Es  ist  nicht  nur  gegen  alle  Gerechtigkeit,  sondem  selbst  gegen 
die  Natur  der  Sache,  wenn  .  .  .  eine  Steigerung  der  Procente  an- 
genommen  wird."  Harl,  Vollstdndiges  theoretisch-praktisches  Hand- 
buck  der  gesamtnten  Steuer-Regulirungen  oder  der  .  .  .  Steuer- 
wissenschaft,  ii  (1816),  §  73. 
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that  progressive  taxation  must  finally  swallow  up  the 
total  income  of  the  rich.^**  Kroncke  says  that  taxes  can 
be  levied  only  in  proportion  to  the  security  afforded  by 
the  state  to  property  or  income,  and  thinks  that  this  means 
a  proportional  tax  on  all  property  or  income.^^  Krehl, 
Kessler  and  Kremer  take  substantially  the  same  posi- 
tion.*^'' Later  on  Rotteck  also  maintains  that  the  ideal 
principle  of  taxation  is  to  apportion  taxes  according  to 
each  man's  share  in  the  benefits  of  the  state,  and  that  the 
nearest  practical  approach  to  this  is  a  tax  proportional 
to  property  or  income.^® 

Even  during  the  third  quarter  of  this  century  the  give- 
and-take  theory  has  been  upheld  in  all  its  boldness  by  the 
German  writers  of  the  so-called  Manchester  school.  Thus 
Faucher  calls  the  give-and-take  doctrine  the  principle  of 
liberty  as  against  the  "communistic"  faculty  theory,  and 
demands  the  pure  property  tax  as  the  real  premium  of 


""Wollte  man  ein  solches  Steigen  der  Procente.  .  .  .  statt- 
finden  lassen,  so  wtirde  nothwendig  erfolgen,  dass  der  welcher  das 
grosste  Einkommen  besasze,  zuletzt  nichts  behielte."  Sartorius, 
Ueber  die  gleiche  Besteuerung    .    .    .    des  Konigreiches  Hannover, 

1815,  p.  28a 

••"Die  Steuern  konnen  also  nur  im  Verhaltnisse  der  durch  den 
Staat  erlangten  Sicherheit  des  Vermogens  oder  Einkommens  recht- 
lich  verthdlt  werden."  .  .  .  "Nicht  bloss  die  Ueberschusse  des 
Einkommens,  oder  das  relative  Einkommen  und  relative  Vermogen, 
sondem  das  positive  Einkommen  und  Vermogen  muss  als  Massstab 
zur  Vertheilung  der  Staatsbediirfnisse  angenommen  werden."  E. 
Kroncke,  Ueber  die  Grundsatze  einer  gerechten  Besteuerung,  1819, 
pp.  9,  II.  C/.  similar  utterances  in  his  Ausfuhrliche  Anleitung  zur 
Regulirung  der  Steuern,  1810,  §  15,  p.  21. 

^  Krehl,  Skisse  eines  Steuersy stems,  1814,  §  14,  and  Steuersystem, 

1816,  §  71 ;  Kessler,  Die  Abgabenkunde,  1818,  passim;  Kremer,  Dar- 
stellung  des  Steuerwesens,  1825,  §  82. 

••"Die  Beitrage  miissen  nach  Verhaltnisse  der  Theilnahme  an 
den  Vortheilen  des  gesellschaftlichen  Verbandes  bestimmt  werden." 
Rotteck,  Lehrbuch  der  okonomischen  Politik,  vol.  iv  of  his  Lehr- 
buck  des  Vernunftrechtes  und  der  Staatswissenschaften,  1835,  p.  287. 
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insurance.**®  So  Braun  terms  the  proportional  income 
tax  the  really  just  insurance  premium  for  person  and 
property;^®  and  Graffenried  says  that  every  tax  is  sheer 
confiscation  unless  the  owner  receives  a  directly  propor- 
tional return  for  it.*^ 

One  of  the  ablest  of  the  more  recent  German  writers, 
von  Hock,  develops  a  peculiar  theory,  very  like  that  af- 
terwards elaborated  by  Dupont  and  Batbie  in  France.  Ac- 
cording to  Hock  all  taxes  are  rewards  paid  for  state  ser- 
vices. The  benefits  conferred  by  state  action  are  in  part 
incalculable.  Certain  general  principles,  however,  may 
be  laid  down.  In  the  first  place  whoever  lives  in  the 
state  enjoys  the  protection  of  his  person  and  takes  part 
in  the  welfare  of  the  commonwealth.  These  benefits  are 
the  same  for  every  one.  Secondly,  all  people  who  pos- 
sess or  receive  anything  within  the  state  enjoy  the  protec- 
tion which  the  state  affords  to  their  property  or  income. 
These  benefits  are  best  measured  by  the  extent  of  the 
property  or  income.^^  Thirdly,  every  one  who  calls  upon 
the  state  for  particular  services  ought  to  pay  for  the  cost 
of  these  services.     Hence  concludes  von   Hock,   there 

"Julius  Faucher,  Staats-und  Communal-Budgets,  1863,  ii,  p.  204. 

••  "Die  Blut-und  Einkommensteuer  (ist)  die  Versicherungs-pramie, 
wekhe  das  Volk  fur  die  generelle  Lebens-  und  Eigenthumsassecu- 
ranz  der  Staatsgewalt,  bei  welcher  es  versichert  ist,  entrichtct" 
Braun,  Stoats-  und  Gemeindesteuem,  ii,  1866,  p.  9. 

*"Jeder  vom  Staate  bezogene  Einkommenstheil  ist  seinen  Eigen- 
thumem  mit  Unrecht  entzogen,  wenn  ihm  nicht  Entsprechendes  dafiir 
geleistet  wird."  v.  Graffenried,  Ueber  die  Einkommensteuer,  1855, 
p.  58. 

""Der  Werth  des  staatlichen  Schutzes  fur  seinen  Besitz  odcr 
Erwerb  und  die  Vortheile,  welche  ein  wohl  geordneter  und  verwal- 
teter  Staat  auf  die  Steigerung  aller  Werthe  ausubt,"  is  to  be  mea- 
sured by  the  "Nutzen  den  sie  dem  Besitzer  oder  Erwerber  gewahren. 
Dieser  Nutzen  hangt  von  dem  Werthe  der  bessessenen  oder  erwor- 
benen  Sache  und  dieser  Werth  von  der  Grosse  des  Einkommens  oder 
des  von  dem  Eigner  diesem  Einkommen  vorgezogenen  Genusses  ab." 
V.  Hock,  Die  offentlichen  Abgaben  und  Schulden,  1863,  p.  16. 
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should  be  three  fundamental  taxes — ^a  personal  tax  equal 
for  all,  a  proportional  property  or  income  tax,  and  a  series 
of  special  payments  for  special  services.  The  income  tax, 
however,  must  be  assessed  only  on  the  surplus  over  the 
minimum  of  existence.  Von  Hock  maintains  that  this  is 
not  the  same  thing  as  taxing  only  the  clear  income,  for 
clear  income  might  be  so  defined  as  to  cause  a  tax  to  be 
simply  a  premium  on  extravagance.  He  desires  an  ex- 
emption of  a  fixed  sum,  and  proportional  taxation  on  the 
surplus.®*  Von  Hock  therefore  combines  the  cost-of- 
service  and  value-of-service  theories,  and  is  more  logical 
than  Thiers,  in  recognizing  that  they  do  not  lead  to  the 
same  results. 

Other  countries  may  be  passed  over  with  a  bare  men- 
tion, as  the  advocates  of  the  benefit  theory  here  simply 
follow  their  French  or  German  prototypes.  In  Italy,  al- 
ready in  the  eighteenth  century,  Campagnoni  wrote  a 
special  work  on  progressive  taxation,  and  maintained  that 
the  system  was  essentially  unjust  because  taxation  is 
simply  a  payment  for  protection,  and  because  no  one  could 
prove  that  protection  increased  faster  than  property.®^ 

During  the  present  century  a  number  of  writers  for  a 
long  time  took  the  same  ground,  the  most  noted  of  the 
recent  authors  being  Boccardo,  who  simply  follows  Leroy- 
Beaulieu.  Boccardo,  however,  displays  a  remarkable  ig- 
norance of  recent  literature  in  saying  that  "scientifically 

"**Wollte  man  aber  stets  nur  das  wirklich  freie  Einkommen  d.  L 
bloss  den  Ueberschuss  besteuem  der  nach  Befriedigung  aller  Gc- 
luste  und  Launen  des  Eigners  als  Ersparniss  am  Schluss  des  Jahres 
ubrig  bleibt,  so  besteuert  man  dgentlich  nichts  als  die  Sparsamkeit, 
gewahrt  der  Verschwendung  eine  Pramie  und  verliert,  da  selten  ein 
solches  Ersparniss  handgreiflich  nachgewiesen  werden  kann,  das 
ganze  Steuer-objekt  aus  den  Handen."    Ibid.,  p.  76. 

••  G.  Compagnoni,  La  Tassa  progressiva,  1797,  5,  8.  Cf.  also  Ricca- 
Salemo,  Storia  delta  Dottrine  Finansiarie  in  Italia,  1881,  p.  171 ;  2nd 
cd.  (1896),  p.  389. 
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the  question  is  decided,  and  decided  against  progres- 
sion."^ In  Spain,  also,  Pastor,  the  chief  of  the  earlier 
writers  on  finance,  takes  the  position  that  taxes  must  be 
proportioned  to  the  benefits  that  each  citizen  derives.*® 

"  "Scientificamente  la  questione  della  base  dell'  imposta  e  decisa 
ed  ^  decisa  contra  la  progressiviti.  Giustizia  in  materia  dl  tributi 
non  h  che  sinonimo  di  proporzionaliti,  fuori  della  quale  non  e  che 
I'arbitrio,  vale  a  dire  precisamente  Topposto  della  giustizia."  Boc- 
cardo,  Principii  della  Sciensa,  e  delf  Arte  delle  Finanxe,  1884, 
p.  xxvil 

••  Pastor,  La  Ciencia  de  la  Contribucion,  1856,  voL  i,  passim. 
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HISTORICAL  APPENDIX  II. 

THE  BENEFIT  THEORY  LEADS  TO  NON-PROPORTIONAL 
TAXATION. 

In  the  preceding  appendix  we  have  passed  in  review 
most  of  the  advocates  of  the  give-and-take  theory  of 
taxation,  and  have  learned  that  they  drew  from  this  the- 
ory the  conclusion  of  proportional  taxation.  There  are, 
however^  many  writers  who  stoutly  uphold  the  benefit  the- 
ory, but  who,  on  the  contrary,  do  not  confess  that  they 
need  on  that  account  to  defend  proportional  taxation. 
The  writers  in  this  class  may  really  be  divided  into  seve- 
ral categories.  But  they  may  be  all  classed  together,  so 
far  as  they  profess  to  see  the  weakness  of  strictly  pro- 
portional taxation  as  an  outcome  of  the  benefit  theory. 
Some  simply  object  to  proportional  taxation  without  lay- 
ing down  any  positive  programme ;  some  modify  the  pro- 
portional theory  by  positing  the  doctrine  of  exemption 
of  the  minimum  of  subsistence;  some  go  so  far  as  to 
demand  progressive  taxation  outright. 

One  of  the  most  remarkable  advocates  of  the  give-and- 
take  theory,  who  at  the  same  time  opposes  the  propor- 
tional tax  on  property  or  income,  is  Gandillot.  Although 
he  rejects  the  proportional  property  or  income  tax,  how- 
ever, he  equally  rejects  the  progressive  tax.  Gandillot 
bases  his  idea  of  taxation  not  on  the  advantages  received 
by  the  individual,  but  on  the  cost  of  service  to  the  state. 
He  objects  to  the  theory  of  advantages,  because  he 
claims  that  it  is  impossible  to  measure  the  advantages  to 
each.  He  professes  to  find  a  safer  guide  in  the  cost-of- 
service  theory.  Taxes  must  be  the  exact  return  for 
particular  services.  These  services,  however,  are  pro- 
portional neither  to  property  nor  to  income.     They  are 
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not  proportional  to  property  in  the  first  place  because 
many  public  services  do  not  interest  all  the  property  own- 
ers at  all ;  secondly,  because  even  if  they  affect  all  owners 
they  do  not  affect  them  in  any  fixed  proportion  to  their 
possessions,  since  pieces  of  property  of  the  same  value 
may  often  require  unequal  expenses  for  protection.^  And 
taxes  cannot  be  proportional  to  income,  for  those  who 
purchase  some  gratification  or  protection  or  any  object 
at  all  must  pay  for  it  in  proportion  to  the  value  of  the 
service,  not  in  proportion  to  their  income.^  An  innkeeper 
regulates  his  charges  not  in  accordance  with  the  personal 
resources  of  his  guests,  but  according  to  the  value  of  the 
food,  lodging  and  accommodations  furnished.  The  state 
is  like  the  innkeeper.*  Taxes  proportional  to  property 
or  income  are  hence  unjust.  They  tend  to  throw  on  some 
the  debts  of  others.^ 

It  is  true  indeed  that  in  Gandillot's  opinion  progressive 
taxes  are  not  much  better.  It  is  not  so  much  the  propor- 
tion or  progression  which  is  at  fault,  as  the  basing  of  the 
tax  on  property,  or  income,  or  faculty.  The  only  logical 
method,  concludes  Gandillot,  is  to  develop  a  system  of 
taxation  where  each  element  shall  exactly  represent  the 

*"De  toutes  les  r^les  en  tnad^es  fiscales,  la  plus  juste  est  celle 
qui  exige  que  Timpot  soit  toujours  Texacte  remuneration  d'un  tra- 
vail ou  d'un  objet  foumi."  Gandillot,  Principes  de  /p  Science  des 
Finances  (n.  d.,  about  1874),  i,  p.  218.  "L'impot  n'est  que  le  prix  dc 
service  de  protection,  de  production  ou  d'amelioration,  analogue  aux 
travaux  divers  dent  les  frais  determinent  la  valeur  reelle  des 
choses."  Ibid,,  p.  225.  "Chaque  membre  de  la  nation  ne  doit  payer 
que  ce  qu'il  reqoit."    Ibid,,  p.  142. 

*Ihid,,  p.  146. 

•**L'imp6t,  en  effct,  n'est-il  le  prix  d'un  benefice  obtenu  de  TEtat; 
et  ceux  qui  achetent  une  jouissance,  une  protection,  un  bon  office, 
un  objet  quelconque,  ne  doivent-ils  point  payer  cet  objet  au  prorata 
de  leur  lots  respectifs,  sans  ^gard  i  leurs  revenus?"    Ihid.,  p.  171. 

*"L'imp6t  proportionnel  aux  fortunes,  et  Timpot  proportionnel 
aux  revenus,  tous  deux,  par  une  manifeste  injustice,  ten  dent  6gale- 
ment  i  rejeter  sur  les  uns  la  dette  des  autres  ^    Ihid,,  p.  172. 
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cost  of  the  partictdar  service  to  the  individual.  He  does 
not  show  us,  however,  how  this  is  to  be  done.  The  point 
to  which  we  have  desired  to  call  attention  is  the  fact  that 
one  of  the  strongest  advocates  of  the  give-and-take  theory 
holds  that  it  cannot  logically  lead  to  proportional  taxa- 
tion. It  is  here  that  we  see  the  difference  between  Sar- 
gant  in  England  and  Gandillot  in  France;  and  of  the 
two,  the  latter  is  the  more  logical. 

A  far  larger  number  of  writers  object  to  strictly  propor- 
tional taxation,  sometimes  without  being  aware  of  it,  when 
they  demand  the  exemption  of  a  minimum  of  subsistence. 
For  if  a  certain  amount  of  property  or  of  income  is  en- 
tirely exempted  the  tax  is  assuredly  not  proportional  on  the 
whole  property  or  income.  It  may  indeed  be  proportional 
on  the  surplus  above  a  certain  amount.  But  it  is  then 
virtually  degressive  taxation  on  the  whole. 

The  founder  of  the  minimum-of-subsistence  theory  has 
usually  been  said  to  be  Jeremy  Bentham,  although  his 
words  so  far  as  we  have  noted  have  never  been  quoted. 
Bentham  was  a  great  advocate  of  what  he  called  the  do- 
nothing  or  be-quiet  theory  of  politics,  and  held  logically  to 
the  gfive-and-take  theory  of  taxation.  He  maintained, 
however,  that  it  is  wrong,  as  it  is  practically  impossible 
to  tax  persons  on  what  they  need  for  necessaries  of  life. 
Never  tax  a  person  when  he  has  not  the  wherewithal  to 
pay.  "The  individual  being  unable  to  pay  the  tax  on 
account  of  his  indigence,  finds  himself  subject  to  grave 
evils.  Instead  of  the  inconveniences  of  the  tax,  the  suf- 
ferings of  privation  are  experienced;  for  this  reason  a 
capitation  tax  is  bad;  because  a  man  has  a  head,  it  does 
not  follow  that  he  has  anything  else."  Bentham  objects 
to  taxes  on  the  necessaries  of  life,  because  they  may  be 
followed  by  physical  privation,  disease,  and  even  death 
itself;  and  no  one  perceive  the  cause:     All  these  he  calls 
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"misseated"  taxes,  because  they  spare  the  rich  to  the  pre- 
judice of  the  poor.* 

Several  decades  before  Bentham,  however,  the  same 
departure  from  proportional  taxation  had  been  advocated 
in  much  more  precise  language  by  French,  English  and 
German  economists.  Thus,  for  instance,  Forbonnais 
took  a  very  strong  position.  "The  object  of  taxation," 
says  Forbonnais,  "  is  the  preservation  of  property;  and 
property  is  nil  if  it  does  not  afford  subsistence.  Hence, 
the  physical  subsistence  of  every  family  is  a  privil^ed 
part  of  all  income.  Only  the  surplus  above  this  minimum 
can  be  assigned  to  the  public  for  the  support  of  govern- 
ment."* 

The  exemption  of  the  minimum  of  subsistence,  or  what 
they  called  the  "necessaire  physique"  was  also  proclaimed 
by  Rousseau  and  by  many  of  the  writers  at  the  time  of 
the  French  Revolution.''  Robespierre  was  at  first  a 
partisan  of  this  doctrine;®  but  somewhat  later  he  aband- 
oned the  idea  and  came  out  as  the  great  defender  of  the 
principle  of  universality  of  taxation,  declaring  that  any 
favor  of  this  kind  was  an  insult  to  the  people.*    He  de- 

•  Bentham,  Principles  of  the  Civil  Code,  chap.  xv.  In  Collected 
Works,  by  Bowring,  1843,  i,  p.  319. 

'"Le  service  public  a  pour  objet  la  conservation  des  propriet6s;  et 
la  propri^^  est  nuUe  si  elle  ne  donne  la  subsistance;  d'otk  il  s'ensuit 
que  la  subsistance  physique  de  chaque  famille  est  une  portion  privi- 
legiee  sur  le  revenu  avant  le  service  public"  .  .  .  "L'exc6dant 
de  cette  subsistance  physique  est  done  la  seule  portion  du  revenu 
sur  laquelle  le  service  public  puisse  etre  assign6.  Ainsi  le  revenu 
national,  soumis  aux  combinaisons  de  finance,  n'est  que  le  montant 
du  superflu  de  chaque  citoyen."  Forbonnais,  Principes  Econo- 
miques,"  1758,  §  5;  in  Guillaumin's  edition  of  Melanges  ff Economic 
Politique,  i,  1847,  p.  204. 

'  See  below. 

•  Gomel,  Hist,  Financiire  de  VAssemhlSe  Constituante,  i,  p.  164. 

*He  said  that  he  was  now  "eclaire  par  le  bon  sens  du  peuple  qui 
sent  que  I'esp^e  de  faveur  qu'on  lui  presente  n'est  qu'un  injure. 
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manded  that  such  a  humiliation  be  not  inflicted  on  the 
"partie  la  plus  pure  de  la  nation,"  and  that  the  rich  should 
not  be  given  a  superiority.  The  result  of  any  exemption 
from  such  an  honorable  obligation  to  be  taxed  would  nec- 
essarily result  in  the  restriction  of  democracy.  ^^  It  was 
chiefly  owing  to  his  influence  that  the  new  constitution 
contained  the  following  clause:  Nul  citoyen  n'est  dis- 
pensed^ d'honorable  obligation  de  concourir  aux  charges 
publiques. 

In  England  the  first  important  writer  to  enunciate  this 
principle  was  Sir  James  Steuart.  "According  to  equity 
and  justice  all  impositions  whatsoever  ought  to  fall  equal- 
ly and  proportionally  on  every  one  according  to  his  super- 
fluity." Steuart  proceeds  to  explain  that  this  means  the 
income  that  remains  to  him  after  the  necessary  expenses 
of  subsistence.  "Whatever  a  people  consumes  beyond 
the  necessary  I  consider  a  superfluity  which  may  be  laid 
under  taxation."  Steuart  continually  recurs  to  the  posi- 
tion that  "nothing  can  be  the  object  of  taxation  except 
what  is  over  and  above  the  physical  necessary  of  every 
one."  The  "physical  necessarians"  is  one  of  his  favor- 
ite phrases.*^ 

Dean  Woodward,  in  1768,  puts  the  same  idea  even 


""En  effet,  si  vous  decr^tez  que  la  mis^re  excepte  de  Thonorable 
obligation  de  contribuer  aux  besoins  de  la  patrie,  vous  decretez  Taris- 
tocratie  des  richesses,  et  bientot  vous  verrez  ces  nouveaux  aristo- 
crates^  dominant  dans  les  legislatures,  avoir  Todieux  machiav^sme 
de  conclure  que  ceux  qui  ne  paient  point  les  charges  ne  doivent  point 
partager  les  bienfaits  du  gouvernement.  II  s'etablirait  une  classe 
des  proletaires,  une  classe  d'ilotes,  et  Tegalit^  et  la  liberte  periraient 
pour  jamais." 

"Gomel,  Histoire  Financi^re  de  VAssemhlie  Constituante,  i,  p. 
464;  ii,  p.  34. 

"Steuart,  Political  Economy,  1767,  book  v,  chap.  xii.  In  his 
Works,  vol  iv,  pp.  298,  314,  317,  etc 
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more  strongly.  "Before  we  begin  to  tax  any  income  for 
the  poor,"  says  he,  "we  must  deduct  from  it  as  much  as  is 
requisite  to  purchase  for  the  possessor  and  his  family  the 
absolute  necessaries  of  life.  No  man  can  be  bound  to 
give  to  another  what  is  essential  to  his  own  subsistence. 
To  this  every  man  has  that  exclusive  right  on  which  the 
very  claim  of  the  poor  is  founded."** 

In  the  famous  debate  which  resulted  in  England's  first 
income  tax,  Lord  Auckland  upheld  the  theory  of  the  ex- 
emption of  a  minimum  of  subsistence  —  £60  • —  and  de- 
fended the  gradual  rise  of  the  rate  up  to  £200  for  the 
same  reasons.  But  he  objected  to  progressive  taxation 
beyond  this  "because  of  the  implied  inference,  that  be- 
cause a  man  possesses  much,  therefore  more  shall  be  taken 
from  him  than  is  proportionably  taken  from  others."** 
Some  of  the  earlier  German  writers  took  the  same  ground. 
Thus  Sonnenfels  in  his  widely  read  work  in  public  finance 
based  his  theory  of  proportion  on  the  fact  that  govern- 
mental protection  was  proportional  to  property.  He  de- 
manded, however,  the  exemption  of  the  minimum  of  sub- 
sistence, which  he  calls  "the  sacred  portion  of  man- 
kind."*' Sonnenfels  even  goes  farther  and  suggests  the 
exemption  in  each  case  of  a  variable  sum  according  to  the 
standard  of  life;  for  he  sees  that  there  is  no  absolutely 
fixed  minimum  of  subsistence.     This  system  he  calls  the 

"•Richard  Woodward,  An  Argument  in  Support  of  the  Right  of 
the  Poor  in  the  Kingdom  of  Ireland  to  a  National  Provision.  Dub- 
lin, 1768,  p.  50. 

"  The  Substance  of  a  Speech  made  by  Lord  Auckland  in  the  House 
of  Peers  on  the  Bill  for  granting  certain  Duties  upon  Income,  1799, 
p.  25.  That  Lord  Auckland  was  a  believer  in  the  give-and-take 
theory  dearly  appears  from  his  discussion  of  the  income  tax  as  "a 
fair  price  for  (its)  protection."    Ibid.,  p.  27. 

**"Dieser  geheiligte  Antheil  der  Menscheit."  Sonnenfels,  Grund-- 
satse  der  Polizei,  Handlung  und  Finanz,  1765,  iii,  §  94.  See  espec- 
ially 5th  ed.  (1787),  pp.  192-194. 
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taxation  of  free  income,  based  on  the  standard  of  com- 
fort.^« 

Bentham  is  thus  not  the  founder  of  the  theory  of  the 
exemption  of  the  minimum  of  subsistence.^^  The  chief 
advocates,  however,  of  the  degressive  theory  (in  the  sense 
of  proportional  taxation  above  a  certain  exempted  mini- 
mum) as  an  outcome  of  the  give-and-take  theory  are  to 
be  found  among  the  German  writers  of  the  first  half  of 
this  century.  They  elaborated  what  is  known  as  the 
clear  income  theory  of  taxation  (Freieinkommens-theorie) 
which,  as  we  have  seen,*®  rests  practically  on  the  Ricar- 
dian  view  of  income. 

Among  the  earliest  advocates  of  the  clear-income  the- 
ory resting  on  the  benefit  principle  was  Behr.  Behr 
thinks  it  "undeniable  that  the  real  basis  as  well  as  the 
measure  of  the  duty  to  pay  taxes  is  to  be  found  in  the 
participation  in  the  protection,  and  in  the  enjoyment  of 
the  insurance  institutions  of  the  State,"  and  that  any  tax 
the  extent  of  which  is  not  regulated  by  this  condition 
sins  against  the  cardinal  doctrine  of  justice.*®  He  de- 
duces from  this  the  necessity  of  a  tax  proportional  to 
what  he  calls  "clear  produce  of  property.  "^*^ 


"  "Besteuening  des  reinen  Einkommens"  and  "standesmassiger 
Unterhalt"  are  his  words.    Ibid.,  §  102,  lii,  p.  214-216. 

"This  error,  so  often  repeated,  is  probably  due  to  John  Stuart 
Mill,  who  refers  only  to  Bentham  in  connection  with  the  doctrine. 
Even  recent  writers  like  Cohn,  Finansxvissenschaft,  1889,  §  221,  re- 
peat the  mistake. 

"Above,  p.  151. 

""Es  ist  nicht  zu  latignen  dass  dieser  wahre  Grund  der  Steuer- 
pflicht  bestehe  in  der  Theilnahme  am  Schutz,  im  Genusse  der 
Garantie-Anstalten  des  Staats ;  dass  das  Mass  der  Steuerpflicht  eines 
Jeden  coincidiren  musse  mit  dem  Umfange  jener  seiner  Theilnahme, 
dieses  seines  Genusses,"  etc.  Behr,  Die  Lehre  von  der  Wirthschaft 
des  Staats,  oder  pragmatische  Theorie  der  Finanxgesetzgebung, 
1822,  pp.  92-93. 

■•"Der  reine  Vermogens-Ertrag  ist  der  eigentliche  Messer  der 
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The  clear-produce  idea  was  soon  more  sharply  formu- 
lated. Thus  Jakob  holds  that  it  is  just  that  everyone 
should  pay  the  state  for  the  advantages  that  he  receives  or 
for  the  expenses  that  he  occasions,  and  that  this  denotes 
taxation  proportional  to  clear  income.  By  clear  income, 
however,  he  means  the  exemption  of  necessary  expenses.** 
On  the  other  hand  Lotz  is  not  quite  clear  about  the  prin- 
ciple. The  first  rule,  which  he  says  is  the  1^^  principle,  is 
to  apportion  taxes  according  to  the  extent  of  participation 
in  the  benefits  of  the  civil  life.  This  is  often  modified,  how- 
ever, by  the  second  rule,  or  the  economic  principle,  that 
men  shotdd  be  taxed  acocrding  to  their  income.**  Lotz 
thus  differs  from  the  others  in  seeming  to  set  the  income 
principle  over  against  the  benefit  principle.  He  pro- 
ceeds, however,  to  define  the  taxable  income  as  the  sur- 
plus product  above  expenses,  calculated  according  to  the 
individual  circumstances,  and  he  objects  to  those  who 
desire  to  take  the  total  income  as  the  standard.**    Simil- 


Theilnahme  am  Schutz  und  an  den  Garantie-Anstalten  des  Staats, 
indem  sich  in  ihnen  nur  die  Realitat  und  das  Product  dieser  Theil- 
nahme  ausspricht."    Behr,  op,  cit.,  p.  96. 

'^"Es  ist  der  Gerechtigkeit  gemass  dass  derjenige  die  Kosten  einer 
Thatigkeit  oder  Anstalt  trage,  der  davon  zu  seinem  Vortheile  Ge- 
brauch  macht,  oder  durch  sein  Verhalten  zu  ihrer  Ausubung  oder 
Errichtung  Veranlassung  giebt."  He  concludes  that  taxation  must 
be  "nach  dem  Masstabe  des  reinen  Einkommens."  Jakob,  DU  Stoats- 
finanswissenschaft,  1821,  pp.  171,  202,  1014;  pp.  112,  123  and  608  of 
second  ed.  (1837). 

**  "Nach  den  Gesetzen  des  Rechts  mochte  es  das  Kurzeste  sein  den 
offentlichen  Bedarf  auf  jeden  einzelnen  Abgabepflichtigen  nach  den 
Verhaltnissen  zu  vertheilen,  in  welchen  er  an  den  Vortheilen  des 
btirgerlichen  Lebens  Antheil  nimmit"  J.  F.  R  Lotz.  Handbuch  des 
Staatswirthschaftslehre,  1822,  §  131.     See  also  2d  ed.   (i837)»  iii» 

p.  179. 

*''Der  einzige,  wahre,  richtige  imd  brauchbare  Massstab  .  .  . 
ist  .  .  .  das  reine  Einkommen,  dass  jeder  Abgabenpflichtige  aus 
seiner  Betriebsamkeit  als  Ueberschuss  des  dabei  gehabten  Guter- 
aufwands  nach  seinen  individuellen  Verhaltnissen  zieht,  oder  mit 
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arly,  a  few  years  later,  Fulda  demands  proportional  taxa- 
tion of  clear  income,  which  he  defines  as  the  "surplus  over 
the  family  expenses  necessary  to  subsistence,  and  over 
what  is  needful  to  maintain  one's  capital  at  the  original 
figure.^*  Malchus,  who  at  times  seems  to  hesitate  some- 
what when  considering  the  bases  of  taxation,  finally  con- 
cludes that  equality  and  universality  of  taxation  depend  on 
the  fact  that  every  one  gets  an  equal  protection  from  the 
State.**^  Therefore,  he  thinks,  every  one  should  be  taxed 
in  proportion  to  his  clear  income.^®  Murhard,  whogivesa 
good  review  of  the  opinions  of  his  predecessors,  and  who 
in  some  places  also  seem  to  vacillate  between  the  two  the- 
ories,^^  finally  emerges  as  a  decided  opponent  of  progres- 
sive taxation,  on  the  express  groimd  of  McCulloch  that 
the  only  just  theory  is  the  leave-them-as-you-find-them 
theory,  which  to  him  means  proportional  taxation.^®  He 
however,  qualifies  this  later,  by  showing  that  taxes  must 
be  proportional  only  to  clear  income,  according  to  the 

anderen  Worten  sein  individuelles  reines  Einkommen."  Ibid.,  iii, 
p.  187. 

^  "Dcr  Ueberschuss  fiber  die  Bedurfnisse  seiner  eigencn  und  seiner 
Familie  absolut  nothwendigen  Unterhaltes  und  fiber  die  nothwen- 
digen  Erfordnisse,  die  die  jahrliche  Unterhaltung  seines  bereits  er- 
worbenen  stehenden  und  umlaufenden  Kapitals  fordert."  Fulda, 
Handbuch  der  Finanswissenschaft,  1827,  §  140,  p.  151. 

"They  depend  "auf  den  gleichen  Schutz  ffir  Erstrebung  seiner 
individuellen  Zwecke,  und  auf  den  gleichen  Antheil  an  dem  Genuss 
der  Staatsanstalten/'  Malchus,  Handbuch  der  Finanszvissenschaft, 
1830,  i,  p.  152. 

""Die  Grosse  des  Beitrags  muss  mit  der  Crosse  dieses  disponi- 
blen  reinen  Einkommens  moglichst  proportionirt  werden."  Ibid,,  i, 
p.  158. 

"  Murhard,  Theorie  und  Politik  der  Besteuerung,  1834,  pp.  24,  80. 

"Murhard  quotes  the  Edinburgh  Review  article  of  1833  (without 
knowing  that  it  was  written  by  McCulloch),  and  makes  that  the 
basis  of  his  argument  Ibid.,  pp.  540-553.  Meyer,  Principien  der  ge- 
rechten  Besteuerung,"  1884,  p.  41,  is  therefore  wrong  in  asserting 
that  Murhard  is  the  originator  of  this  doctrine.    Cf.  above  p.  728. 
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views  of  Behr  and  his  successors.  ^*  Finally  one  of  the 
latest  writers  to  accept  this  theory  was  Biersack.  Bier- 
sack  indeed  thinks  that  the  ideal  standard  of  taxation  is 
the  relative  measure  of  advantages  that  accrue  to  the  in- 
dividual.*^ This  he  finds  in  the  proportional  clear  in- 
come. Unlike  some  of  his  predecessors,  however,  he  re- 
stricts the  "necessary"  income  to  what  is  absolutely  requi- 
site for  the  individual,  not  for  his  family  or  dependents.** 

Other  more  recent  writers,  who  know  nothing  of  the 
clear-income  theory,  advocate  d^^ressive  taxation,  not  on 
theoretical  grounds,  but  primarily  for  practical  reasons. 
Among  modem  French  writers  on  public  finance  Chailley 
is  one  of  the  most  noted.  He  is  to  be  distinguished  from 
most  of  his  countrymen  in  that  he  advocates  an  income 
tax,  as  a  compensatory  tax,  "impot  de  redressement" 
Like  most  of  the  French  writers,  however,  he  still  follows 
the  give-and-take  theory  of  taxation.*^  Curiously  enough, 
he  favors  what  is  known  as  the  "discriminating"  theory 
in  the  income  tax,  t.  e.,  a  differentiation  in  the  rate  ac- 
cording to  the  source  of  income.  But  he  opposes  pro- 
gressive taxation  for  the  same  reason  as  Leroy-Beaulieu. 
Yet  again  illogically,  he  advocates  the  exemption  of  the 
minimum  of  subsistence,  "because  the  poor  cannot  pay 
it."**  Accordingly,  he  hereby  declares  himself  a  partisan  * 
of  the  degressive  principle.** 

Some  of  these  writers  are  frank  enough  to  confess  that 
they  are  not  logical.    Thus  the  Italian  publicist  Benvenuti, 

"Murhard,  op,  cit,,  pp.  447-463. 

""Das  Verhaltniss  in  welchem  die  Einzelnen  an  den  vom  Staate 
gewahrten  Vortheilen  partidpiren."  Biersack,  Ueber  Besteuerung, 
1856. 

"Ibid.,  p.  40. 

"  Chailley,  L'Impdt  sur  le  Revenu,  1884,  p.  408. 

•  "II  s'agit  seulement  de  ne  pas  exiger  d'tin  revenu  minime  cc  qu'il 
ne  pent  pas  payer."    Ibid,,  p.  420. 

~  "Ce  serait  I'impot  d^gressif."    Chailley,  op.  cit,  p.  423. 
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who  also  clings  to  the  give-and-take  theory  and  objects 
to  progressive  taxation,  concedes  that  the  advocates  of 
the  exemptioa  of  the  minimum  of  subsistence  are  not 
logical.^*^  He  claims,  however,  that  "logic  must  be  tem- 
pered with  equity" — ^and  hence  concludes  that  the  exemp- 
tion is  an  "incontestable  necessity."  We  might  feel 
tempted  to  retort  with  his  own  answer  to  Pescatore: 
"How  can  one  deny  that  what  is  necessary  is  just  ?"*®  It 
is  a  poor  argument  which  defends  degressive  taxation, 
even  though  illogical,  because  it  is  just;  and  which  op- 
poses progressive  taxation  on  the  ground  that  it  is  unjust, 
although  the  same  reasons  of  justice  lie  avowedly  at  the 
basis  of  each.  When  we  abandon  logic,  controversy  is 
at  an  end. 

The  gradual  development  of  theory  from  d^ressive 
to  progressive  taxation  is  seen  in  Sismondi.  Sismondi 
clings  firmly  to  the  give-and-take  theory,  and  maintains 
that  on  this  account  the  minimum  of  subsistence  must  be 
exempted.  "Taxation  being  the  price  paid  by  the  citizen 
for  his  enjoyments,  we  must  never  demand  a  tax  when 
there  are  no  enjoyments."*^  In  an  eloquent  plea  he 
points  out  the  grave  danger  of  infringing  on  this  mini- 
mum*®-— ^an  argument  which  clearly  holds  good  only  on 

■•"Si,  h  vero,  i  fautori  dell'  imposta  proporzionale,  amtnetando  il 
minimum,  non  sono  coerenti  al  loro  principio.  Un  professore  di 
logica  dovrebbe  sgridarneli."  Benvenuti,  Le  Itnposte,  Teoria  e 
Pratica,  1869,  p.  90. 

••  "Poiche  come  negare  che  sia  giusto  cio  che  6  necessario."    Ibid., 

•"'L'impot  ctant  le  prix  que  le  citoyen  paie  pour  ses  jouissances, 
on  ne  saurait  le  demander  i  celui  qui  ne  jouit  de  rien;  il  ne  doit 
done  jamais  atteindre  la  parde  du  revenu  qui  est  necessaire  k  la  vie 
du  contribuable."  Simonde  de  Sismondi,  Nouveaux  Principes  d'&co- 
notnie  Politique,  1819,  book  vi,  chap,  il  The  quotation  is  from  the 
2nd  ed.  (1817),  voL  ii,  p.  170. 

■•"II  y  a  dans  le  salaire  une  partie  necessaire  qui  doit  conserver 
la  vie,  la  force  et  la  sante^  de  ceux  qui  le  per^oivent,  afin  que  la 
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the  assumption  that  the  tax  is  not  shifted.  Sismondi, 
however,  goes  further.  Inasmuch  as  most  of  the  public 
expenses  are  destined  to  protect  the  rich  against  the  poor, 
it  is  just  "that  the  rich  contribute  not  only  in  proportion 
to  their  wealth,  but  something  in  addition,  in  order  to 
maintain  this  order  which  is  so  advantageous  to  them."^^ 
Sismondi  shows  how  this  may  be  done,  and  although  he 
thinks  that  we  may  admit  the  principle  of  proportion 
"with  these  slight  modifications,"**^  it  is  apparent  that  the 
"slight  modifications"  in  reality  constitute  a  system  of 
progressive  taxation.  Sismondi,  thus  almost  against  his 
will,  abandons  the  theory  of  proportional  taxation. 

Finally,  there  is  a  class  of  writers  who  deduce  from  the 
give-and-take  principle  the  doctrine  of  progressive  taxa- 
tion in  its  entirety.  The  earliest  and  most  important  ad- 
vocate of  this  theory  is  the  celebrated  Jean  Jacques  Rous- 
seau. Rousseau,  it  is  true,  advanced  as  one  of  the  argu- 
ments in  favor  of  progression  the  point  made  by  Montes- 
quieu as  to  the  sacrifice  incurred  by  the  curtailment  of 
necessaries.*^  His  chief  defense,  however,  rests  on  the 
consideration  that  under  existing  conditions  the  wealthy 

travail  se  continue,  afin  que  la  salaire  qui  pour  eux  est  un  revenu, 
mais  qui  est  un  capital  pour  ceux  qui  payent,  puisse  rendre  i  ces 
derniers  les  fruits  qu'ils  en  attendent,  et  continuer,  d'annee  en  annee, 
k  imprimer  le  mouvement  i  la  machine  sociale.  Malheur  au  gou- 
vernement  qui  touche  i  cette  partie;  il  sacrifie,  tout  ensemble,  et 
des  victimes  humaines  et  Tesperance  de  ses  future  richesses.'*  Sis- 
mondi, op.  cit  p.  168. 

•  "La  plus  grande  partie  des  f rais  de  Ttoblissement  social  est  des- 
tin^e  k  defendre  le  riche  contre  le  pauvre ;  parceque,  si  on  les  laissait 
i  leurs  forces  respectives,  le  premier  ne  tarderait  pas  i  etre  de- 
pouille.  II  est  done  juste  que  le  riche  contribue,  non  settlement  en 
proportion  de  sa  fortune,  mais  par  deli  meme  cette  proportion,  k 
soutenir  un  ordre  qui  lui  est  aussi  avantageux."    Ihid.,  p.  155. 

**"Avec  ces  l^res  modifications,  on  pent  done  admettre  la  r^le 
g^^rale  que  chacim  doit  contribuer  au  maintien  de  la  soci^tc  en 
proportion  de  son  revenu."    Ibid,,  p.  157. 

**See  below,  historical  appendix  five. 
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secure  more  benefits  from  government  than  do  the  poor. 
He  gives  a  most  vivid  picture  of  the  situation  at  that  time 
in  France,  showing  the  wretched  condition  of  the  lower 
classes.^^ 


**"Un  troisieme  rapport,  qu'on  ne  compte  jamais,  et  qu'on  devrait 
toujours  compter  le  premier,  est  celui  des  utilites  que  chacun  retire 
de  la  confederation  sociale,  qui  protege  fortement  les  immenses  pos- 
sessions du  riche,  et  laisse  k  peine  un  miserable  jouir  de  la  chaumiere 
qu'il  a  construite  de  ses  mains.  Tous  les  avantages  de  la  societe  ne 
sont-ils  pas  pour  les  puissans  et  les  riches?  Tous  les  emplois  lu- 
cratifs  ne  sont-ils  pas  remplis  par  eux  seuls?  Toutes  les  graces, 
toutes  les  exemptions  ne  leur  sont-elles  pas  reservees?  Et  d'autorit^ 
publique  n'est  elle  pas  toute  en  leur  faveur?  Qu'un  homme  de  con- 
sideration vole  ses  creanciers,  ou  fasse  d'autres  friponneries,  n*est- 
il  pas  toujours  sur  de  impunity?  Les  coups  de  baton  qu'il  distribue, 
les  violences  qu'il  commet,  les  meurtes  memes  et  les  assassinats 
dont  il  se  rend  coupable,  ne  sont-ce  pas  des  affaires  qu'on  assoupit, 
et  dont  au  bout  de  six  mois  il  n'est  plus  question?  Que  ce  meme 
homme  soit  vole,  toute  la  police  est  aussitot  en  mouvement  et  mal- 
heur  aux  innocens  qu'il  soupgonne.  Passe-t-il  dans  un  lieu  dan- 
gereux?  Voil^  les  escortes  en  campagne;  I'essieu  de  sa  chaise  vient- 
il  a  se  rompre  ?  Tout  vole  i  son  secours ;  f ait-on  du  bruit  i  sa  porte  ? 
II  dit  un  mot,  et  tout  se  tait:  la  foule  Tincommode-t-elle  ?  II  fait 
un  signe,  et  tout  se  range:  un  charretier  se  trouve-t-il  sur  son  pas- 
sage? Ses  gens  sont  prets  i  Tassomer;  et  cinquante  honnetes  pie- 
tons  allant  i  leurs  affaires  seraient  pliitot  ccrases,  qu'un  faquin 
oisif  retarde  dans  son  ^uipage.  Tous  ses  egards  ne  lui  coutent  pas 
un  sou;  ils  sent  le  droit  de  lliomme  riche,  et  non  le  prix  de  la  rich- 
esse.  Que  le  tableau  du  pauvre  est  different  ;plus  I'humanite  lui  doit, 
plus  la  soci^e  lui  refuse ;  toutes  les  portes  lui  sont  ferm^es  meme  quand 
il  a  le  droit  de  les  faire  ouvrir ;  et  si  quelquefois  il  obtient  justice,  c'est 
avec  plus  de  peine  qu'un  autre  n'obtiendroit  grace :  s'il  y  a  des  cor- 
vees  i  faire,  une  milice  a  tirer  c'est  i  lui  qu'on  donne  la  preference ; 
il  porte  toujours,  outre  sa  charge,  celle  dont  son  voisin  plus  riche 
a  le  credit  de  ce  faire  exempter — k  moindre  accident  qui  lui  arrive, 
chacun  s'eloigne  de  lui,  si  sa  pauvre  charrette  renverse,  loin  d'etre 
aide  par  personne,  je  le  tiens  heureux  s'il  evite  en  passant  les  avanies 
des  gens  lestes  d'un  jeune  Due;  en  un  mot,  toute  assistance  gratuite 
le  fuit  au  besoin,  precisement  parce  qu'il  n*a  pas  de  quoi  la  payer, 
mais  je  le  tiens  pour  un  homme  perdu,  s'il  a  le  malheur  d'avoir  Tame 
honnete,  une  fille  aimable,  et  un  puissant  voisin."  Rousseau,  Dis- 
cours  sur  VOeconomie  Politique,  Geneva,  1758,  pp.  61-62. 
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After  calling  attention  to  several  minor  points  Rous- 
seau sums  up  the  relation  between  the  poor  and  the  rich  in 
the  following  words  :*^  "You  need  me  for  I  am  rich  and 
you  are  poor :  let  us  make  a  compact.  I'll  permit  you  to 
have  the  honor  of  serving  me  on  condition  that  you  give 
me  the  little  that  you  have  left  in  return  for  the  trouble 
I  am  taking  in  ordering  you  about."  The  conclusion 
from  all  this  is,  in  Rousseau's  opinion,  the  progressive 
rate,  for  taxation  ought  to  be  imposed  not  only  in  propor- 
tion to  the  wealth  of  the  taxpayer  but  in  a  ratio  based 
on  a  consideration  of  their  relative  superfluities.**  And 
he  adds,  rather  maliciously :  "Operation  tres  important  et 
tres  difficile  que  font  tous  les  jours  des  multitudes  de  com- 
mis  honnetes  gens  et  qui  savent  I'arithmetique,  mais  dont 
les  Platon  et  les  Montesquieu  n'eussent  ose  se  charger  qu' 
en  tremblant  et  en  demandant  au  ciel  des  lumieres  et  de 
I'integrite."^ 

The  most  exhausive  defense  of  progressive  taxation  in 
the  1 8th  century,  however,  is  made  by  Graslin  in  an  anony- 
mous work  designed  to  review  the  doctrines  of  the 
Physiocrats,  or,  as  they  were  then  called,  the  Econo- 
mists.*® Graslin  starts  out  from  the  benefit  theory  of 
taxation.     Every  one,  he  tells  us,  needs  to  be  protected, 

**"Resumons  en  quatre  mots  le  fait  social  des  deux  etats.  Vous 
avez  besoin  de  moi,  car  je  suis  riche,  et  vous  etes  pauvre:  iaisons 
done  un  accord  entre  nous:  je  permettrai  que  vous  ayez  Thonneur 
de  me  servir,  i  condition  que  vous  me  donnerez  le  peu  qui  vous 
reste  pour  la  peine  que  je  prendrai  de  vous  commander." 

**"Si  Ton  combine  avec  soin  toutes  ces  choses,  on  trouvera  que, 
pour  repartir  les  taxes  d'une  maniere  equitable  et  vraiment  propor- 
tionelle,  I'imposition  n'en  doit  pas  etre  faite  seulement  en  raison 
des  biens  des  contribuables,  mais  en  raison  compos6  de  la  difference 
de  leur  conditions  et  du  superflu  de  leurs  biens." 

«/Wrf.,  p.  63. 

^Essai  analytique  sur  la  Richesse  et  sur  flmpdt,  ou  Fon  refute  la 
nouvelle  Doctrine  ^conomique,  qui  a  fourni  d  la  Sociiti  Royale 
d'Agriculture  de  Limoges  les  principes  d'un  programme  qu'elle  a 
puhlii  sur  VEffet  des  Impdts  indirects,    1767.    An  elaborate  expo- 
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and  this  need  of  protection  is  among  our  chief  wants. 
It  therefore  constitutes  an  element  of  wealth  like  other 
forms  of  wealth;  and  as  a  consequence  a  tax  represents 
an  exhange  of  the  wealth  of  production  in  return  for 
other  wealth  in  proportion  to  the  relative  values  of  each. 
This,  he  says,  is  the  primitive  law  of  taxation.*^  Civili- 
ation,  however,  upsets  this  primitive  arrangement  and 
brings  about  a  state  of  affairs  which  completely  inverts 
the  natural  order.  For  now  some  contribute  to  the  mass 
of  wealth  more  than  they  get  out  of  it,  and  vice-versa. 
Consequently,  since  those  who  get  out  of  it  more  than  they 
put  in  ought  to  pay  for  the  wealth  common  to  all,  it  fol- 
lows that  they  ought  to  be  taxed  accordingly.*®  This» 
however,  he  tells  us,  leads  by  a  somewhat  different  train 
of  reasoning  to  the  progressive  principle.*®  It  is  precisely 
here,  however,  that  Graslin  leaves  the  basis  of  the  bene- 
fit theory  and  adopts  that  of  the  faculty  theory.  He  may, 
therefore,  more  properly  be  considered  under  that  head 
a  little  later.^^ 


sition  of  his  general  doctrine  will  be  found  in  J.  Desmars,  Un  Pri- 
curseur  d'Adam  Smith  en  France.    J.  J.  L.  Graslin,  1900. 

*^  "Le  besoin  de  la  protection  qui  tient  un  des  premiers  rangs  dans 
I'ordrc  des  besoins  pour  les  hommes  en  societe,  donne  un  veritable 
valeur  de  richesse  i  la  puissance  protectrice,  qui,  sous  cette  con- 
sideration, est  une  partie  de  la  richesse  de  la  nation.  .  .  .  Uimpot 
consiste  done  dans  T^hange  de  la  richesse  de  protection  contre  les 
autres  richesses,  en  raison  des  valeurs  relatives  de  chacune.  Cest  la 
loi  de  la  nature  meme;  c'est  la  r^gle  primitive  de  V  impot."  Op.  cit, 
pp.324,  328-9. 

**"L'ordre  meme  de  la  nature  6tant  interverti  par  Tordre  social, 
dans  lequel  les  uns  mettent  i  la  masse  de  la  richesse  beaucoup  plus 
qu'ils  n'en  retirent;  ceux,  qui  retirent  de  la  masse  plus  qu'ils  n'y 
mettent,  doivent  etre  charges  de  Tachat  de  cette  richesse  commune 
i  toute  la  society ;  et  cela  en  raison  de  Tavantage  qui  en  revient  i 
chacun  d'eux."    Ibid.,  p.  329. 

•  "Ce  que  nous  ram^ne  par  des  considerations  differentes  k  la  loi  de 
la  contribution  dans  une  raison  tou jours  progressive  des  facultes  de 
chaque  contribuable."    Ibid.,  p.  330. 

■•  See  below,  historical  appendix  five. 
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Another  and  perhaps  better  known  advocate  of  this 
tendency  is  the  celebrated  Condorcet.  Condorcet  starts 
out  by  maintaining  the  necessity  of  exempting  the  mini- 
mum of  subsistence.  A  proportional  tax  on  the  income 
exceeding  a  given  sum,  he  tells  us,  is  a  progressive  tax 
on  the  whole  income;  and  this  is  in  complete  ac- 
cord with  the  principles  of  the  most  rigorous  jus- 
tice.'^ (In  reality  it  is  degressive  taxation  on  the  whole 
income.  Scientific  terminology,  however,  it  must  be  re- 
membered, was  not  yet  well  developed  in  his  day).  We 
must  go  further,  however,  says  Condorcet.  There  are 
some  public  expenses  which  have  a  special  value  to  the 
rich,  without  losing  their  value  common  to  all.  In  fact, 
we  can  never  really  encourage  the  useful  arts  without 
producing  a  perfection  which  will  be  of  especial  benefit 
to  the  wealthy.  Hence  the  rich  ought  to  pay  an  addi- 
tional sum  because  of  certain  exclusive  benefits  that  accrue 
to  them  from  governmental  activity.  This  is  the  second 
sense  in  which  progressive  taxation  is  just.'^     Condorcet 

""La  partie  de  ce  revenu,  n^cessaire  a  la  subsistance  de  la  fa- 
mille,  ne  peut  etre  imposee  .  .  .  Cest  done  sur  I'excedant  seul  que 
rimpot  doit  etre  place.  .  .  .  Voila  done  un  impot  proportionnel 
sur  la  portion  du  revenu  excedant  400  livres,  mais  progressif  sur  le 
revenu  entier  et  cette  distribution  est  absolutement  conforme  aux 
principes  de  la  plus  rigoureuse  justiee."  Condoreet,  Sur  l' Impot  Pro- 
gressif, 1792,  in,  Guillaumin's  edition  of  Melanges  d' Economic  Po- 
litique, 1  (1847),  p.  567. 

•""Or  il  existe  des  depenses  dont  I'utilite  n'est  au  dessus  des  pri- 
vations occasionees  par  V  impot  que  pour  eeux  auxquels  il  n'ote 
qu'un  veritable  superflu.  .  .  .  Ensuite  la  meme  depense  ne 
peut-elle  avoir  pour  le  riehe  une  utilite  dont  il  profite  seul,  sans  qu'il 
ne  perde  rien  de  I'utilite  commune  a  tous?  ...  II  serait  done  tres 
juste  de  dire:  tous  les  revenus  sont  proportionnellement  imposes; 
mais,  au-dessus  d'un  certain  terme,  I'excedant  paiera  proportion- 
nellement une  autre  contribution.  .  .  .  Celle-ci  sera  destinee  a 
faire  payer  par  les  riches  certains  avantages  exelusifs  qu'ils  retirent 
de  depenses,  faites  k  la  verite  pour  Futility  g^n^rale,  mais  dont  il 
resulte  necessairement  des  jouissances  qui  ne  peuvent  etre  que  pour 
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goes  on  to  point  out  some  limitations  on  the  rate  of  gradu- 
ation. In  principle,  however,  he  favors  progression  be- 
cause jf  his  belief  in  the  greater  benefits  to  the  wealthy. 

Similar  ideas  were  common  at  the  time  of  the  French 
Revolution.  Thus,  the  pamphleteers,  Noilliac  and  Ddau- 
nay,  as  well  as  Roland,  the  future  minister,  upheld  pro- 
gressive taxation  on  the  ground  that  the  rich  derived  more 
benefit  from  the  government  than  the  poor.^^ 

In  the  same  way  Vernier,  one  of  the  prominent  mem- 
bers of  the  Convention,  published  early  in  1793  a  mono- 
graph in  which  he  defended  the  progressive  principle, 
since  the  rich  man  has  far  more  interest  in  the  mainte- 
nance of  the  social  order  than  the  poor  man,  and  since 
he  derives  more  advantages  from  it,  the  tax,  he  thinks, 
ought  to  be  "tellement  combing  qu'elle  soit  en  raison  com- 
posee  des  avantages  qu'on  retire  de  la  societe."*^*  Vernier, 
however,  adds  to  this  defense,  in  which  he  quotes  from 
Rousseau,  two  other  arguments  which  show  that  he  was 
an  eclectic.  Thus  he  accepts  the  socialistic  theory  when  he 
says  that  one  of  the  objects  of  the  progressive  tax  is  to 
"detruire  ces  in%alites,  ces  loupes  monstrueuses  du  corps 
politique  qui  devore  tout  ce  qui  les  environne ;"  and  finally 
he  follows  Montesquieu*^*^  in  claiming  that  "il  en  coute 
moins  aux  riches  de  prendre  sur  leur  superflu  qu'aux 
pauvres  de  prendre  sur  leurs  besoins."**^ 

A  little  later  in  the  year  Robespierre  espoused  the 

eux  seuls.  Voila  encore  un  second  sens  dans  lequel  Timpot  pro- 
gressif  est  conforme  i  la  justice."    Condorcet,  op,  cit,  pp.  568-569. 

"  Noilliac,  Le  plus  fort  des  Pamphlets.  LOrdre  des  Paysans  aux 
fitats  Gen^raux,  1789,  p.  21 ;  Delaunay,  Bases  Ginirales  d'un  Systime 
d* Imposition,  1793,  pp.  11-12;  Roland,  in  Le  Financier  Patriote,  Cf. 
Lichtenberger,  Le  Socialisme  au  XVIIIe  Siicle,  1895,  pp.  40i»  4^9* 
438  et  passim, 

■*  Vernier,  L'Impdt  sur  le  Luxe  et  les  Richesses. 

"  See  below,  historical  appendix  five. 

"For  his  practical  proposition,  see  above,  pp.  33-34- 
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same  idea,  and  posited  the  question  as  to  whether  any- 
thing could  be  more  clearly  inherent  in  the  nature  of 
things  or  based  more  firmly  in  eternal  justice  than  the  ob- 
ligation to  contribute  prog^ressively  in  accordance  with 
benefits  received.*^ ^  He  desired  the  principle  to  be  conse- 
crated in  the  new  constitution  in  the  following  article : 
"Les  citoyens  dont  les  revenus  n'excedent  point  ce  qui  est 
necessaire  a  leur  subsistence  doivent  etre  dispenses  de 
contribuer  aux  depenses  publiques,  les  autres  doivent  les 
supporter  progressivement  selon  Tetendue  de  leur  for- 
tune.***^® Later  on,  however,  Robespierre  changed  his 
mind  as  to  the  exemption  of  the  minimum  of  subsistence.*^* 
The  chief  modem  advocate  of  progressive  taxation  as 
the  outcome  of  the  give-and-take  theory  is  Joseph  Gar- 
nier.  Gamier  makes  a  distinction  between  the  progres- 
sive tax  and  what  he  calls  the  progressional  tax.  In  the 
former  case  the  progression  is  rapid  and  unlimited,  and 
the  tax  is  therefore  absurd,  because  it  is  simply  a  means 
of  spoliation.  In  the  latter  case,  that  of  the  "rational  and 
serious  progressive  tax,"  the  progression  increases  very 
slowly  and  stops  at  a  moderate  maximum,  so  that  it  can 
never  exceed  a  definite  and  limited  portion  of  the  income. 
This  is  what  he  calls  the  progressional  tax,  or  the  rational 
progressive  tax.  While  he  hotly  opposes  the  first  spe- 
cies. Gamier  strongly  upholds  the  second,  and  objects  to 
most  of  the  French  writers  for  confoimding  the  two.  In 
reality,  however,  notwithstanding  Gamier's  explanations, 

"  "En  matiere  de  contributions  publiques,  est-il  un  prindpe  plus 
^videmment  puis6  dans  la  nature  des  choses,  et  dans  I'^ternelle  jus- 
tice, que  celui  qui  impose  aux  citoyens  Tobligation  de  contribuer  aux 
depenses  publiques  progressivement  selon  les  avantages  qu'ils  reti- 
rent  de  la  societe." 

"Gomel,  Histoire  de  la  Legislative  et  de  la  Convention,  1902, 
i,  p.  464. 

■•See  above,  p.  184.  Cf,  also  Robespierre's  monograph  entitled, 
Sur  Vlmpot  Personnel,  1790. 
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there  is  no  substantial  difference  in  principle.     They  are 
both  progressive  taxes. 

The  real  basis  of  Gamier's  defense  of  the  progressive 
tax,  in  the  sense  of  a  mo(|erate  progression,  is  that  the 
protection  afforded  by  the  state  increases  faster  than  the 
increase  of  property.  This  he  regards  as  a  self-evident 
fact,  and  is  content  with  simply  positing  it  as  an  axiom. 
Since  protection  increases  more  than  proportionally  to 
property,  taxation  must  increase  progressively.  That,  he 
tells  us,  is  the  really  legitimate,  really  rational,  ideal  tax.^^ 
It  is  true,  indeed,  that  Gamier  later  refers  to  the  possi- 
bility of  basing  the  principle  of  progression  on  some  other 
reason,  when  he  asks,  "In  case  of  public  expenses  for 
other  purposes  than  for  security,  is  it  not  legitimate  for 
the  rich  to  pay  more  than  the  poor?"*^  He  does  not  at- 
tempt to  develop  this  idea,  however,  so  that  Gamier's 


•"L'impot  id^  vraiment  l^titne,  vraiment  rationnel  est  celui  qui 
^uivaut  exactement  aux  avantages  que  le  contribuable  retire  de  la 
80ci6t6  et  surtout  i  la  valeur  de  la  security  qui  lui  est  garantie.  Or 
la  question  est  de  savoir  si  ceux  qui  ont  de  forts  revenus  et  une  belle 
situation  dans  la  societe  ne  sont  pas  prot^g^s  plus  que  proportion- 
nellement  i  leur  fortune.  Si  Ton  trouvait  que  les  citoyens  plus  ais^ 
sont  prot^es  progressivement,  c'est  i  dire  que  la  protection  qu'ils 
reqoivent  est  plus  que  proportionnelle  a  leur  avoir  physique  et  morale, 
lis  devraient  contribuer  plus  que  proportionnellement ;  alors  la  legit- 
imit6  de  Timpot  progressif  ne  satu-ait  etre  combattue,  et  la  difficult^ 
ne  serait  plus  que  dans  les  moyens  d'application.  Dans  ce  cas,  toutes 
les  reformes  iinancieres  devraient  tendre  a  6tablir  une  proportion 
progressive,  si  je  puis  dire,  plus  juste  et  plus  equitable  que  Tegalite 
de  rimpot  qui  n'est  la  plupart  du  temps  qu'une  monstrueuse  inegalit6; 
encore  plus  juste  et  plus  Equitable  que  la  simple  proportion  (souvent 
improportionnelle  en  fait)."  Jos.  Gamier,  TraiU  des  Finances,  4th 
ed.  (1883),  p.  69.  Cf,  first  edition  (1858),  p.  25.  The  idea  is  found 
already  in  his  ElSments  d* Economic  Politique,  ist  ed.  (1846). 

*^"Quand  il  s'agit  de  depenses  publiques  autres  que  celles  de  la 
86curit6,  quand  il  s'agit  de  depenses  de  luxe,  d'agr^ment,  etc.,  ne  semble- 
t-il  pas  legitime  que  le  riche  et  Taise  payent  plus  largement  que  Ic 
pauvre,  que  le  citadin  paye  plus  que  le  campagnard."    Ibid. 
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contention  may  be  said  to  rest  on  the  principle  of  pro- 
tection. 

In  Germany  several  writers  have  maintained  that  the 
give-and-take  theory  leads  to  progressive  taxation,  which 
they  uphold  on  that  account.  In  one  of  his  earlier  works 
Eisenhart  asserts  that  "the  benefits  which  individuals  do 
or  can  derive  from  governmental  institutions  increase  in 
geometrical  progression.  "^^  So  Judeich  thinks  that  the 
state  offers  a  great  many  advantages  which  may  theoreti- 
cally be  enjoyed  by  all,  but  most  of  which  are  practically- 
enjoyed  only  by  the  wealthier  classes.  Hence  to  tax  every- 
one in  a  strict  proportion  would  be  unjust.®* 

One  of  the  most  interesting  discussions  of  progression 
is  that  of  the  French  engineer,  Vauthier,  who  was  in- 
spired by  the  Revolution  of  1848.®*  Vauthier  takes  it 
for  granted  that  taxation  must  be  regarded  as  an  insu- 
rance-premium, but  he  denies  that  the  insurance-premium 
idea  leads  necessarily  to  proportional  taxation.  He  points 
out  that  it  is  really  not  the  pieces  of  property,  but  the  in- 
dividuals, that  insure  themselves,  and  that  as  soon  as  we 
grant  this  we  abandon  the  right  to  absolute  private  prop- 
erty and  supplant  it  by  the  idea  of  property  as  a  social 

""Denn  der  Vortheil,  welchen  ein  Jeder  von  den  offentlichen  An- 
stalten  hat  oder  haben  kann  nimmt  nicht  bios  einfach  mit  seinem  Ein- 
kommen  zu,  sondern  steigt  in  zusammengesetzten  Satzen  in  geomet- 
rischer  Progression."  Eisenhart,  PhUosophie  des  Staates,  ii  (1844), 
p.  197.  Later  on,'  it  is  true,  in  his  special  work  on  taxation  he  for- 
mally abandons  the  give-and-take  theory  completely.  Eisenhart, 
Kunst  der  Besteuerung  (1868),  pp.  5-9. 

*"Der  Staat  bietet  eine  Menge  Vortheile,  welche  zwar  von  alien 
Unterthanen  benutzt  werden  diirfen,  die  aber  nur  von  den  Wohl- 
habenden  benutzt  werden  konnen.  Es  ware  ungerecht,  den  we- 
niger  Bemittelten  im  gleichem  Verhaltnisse  zu  besteuern,  da  er  nicht 
im  Stande  ist,  im  gleichen  Verhaltnisse  die  Einrichtungen  des 
Staates  zu  gebrauchen."  Judeich,  Die  Rentensteuer  im  Konigreiche 
Sachsen  dargestellf*  (1857),  pp.  111-112. 

••  L.  L.  Vauthier,  De  Vlmpot  Progressif,  Etudes  sur  I' Application 
de  ce  Mode  de  PriUvement  d  un  Impot  quelconque,  1851. 
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institution.  If,  however,  property  is  a  social  category, 
society  has  a  perfect  right  to  modify  the  form  and  con- 
tent of  private  property,  and  is  hence  justified  in  making 
taxation  progressive  if  it  thinks  that  the  results  would  be 
socially  advantageous.®'  Vauthier's  defense  of  the  pro- 
gressive principle  is  really  negative  rather  than  positive. 
He  is  concerned  chiefly  with  reviewing  the  arguments 
generally  advanced  in  opposition.  The  chief  objection 
of  the  day  was  that  the  problem  of  assuring  the  regularity 
and  continuity  of  the  progressive  scale  was  mathemati- 
cally insoluble.  This  objection  he  seeks  to  meet  by  a  se- 
ries of  carefully  framed  formulae,  constructed  according 
to  a  progressively  diminishing  rate  of  geometrical  in- 
crease until  the  increase  itself  stops  when  the  rate  of  the 
tax  reaches  fifty  per  cent  of  the  income. ®®  He  attempts, 
furthermore,  to  show  how  the  scale  is  applicable  to  other 
imposts  in  addition  to  the  income  tax.®'' 

Finally,  while  Vauthier  declares  that  he  is  far  from  ex- 
aggerating the  importance  of  the  progressive  principle, 
and  while  he  is  willing  to  concede  that  an  erroneous  appli- 

""Mais  rimpot,  dit-on,  est  le  prix  de  la  protection  donnee  i  la 
propri^te,  c'est  Tassurance  que  chacun  consent  a  payer  pour  jouir  en 
paix  du  fruit  de  son  travail.  De  Id  decoule,  inevitablement,  Tid^e 
de  la  proportionnalite.  J'admets  cette  convention  tacite,  cette  sorte 
d'assurance  mutuelle  des  individus  pour  la  protection  de  leurs  pro- 
prietes.  .  .  .  Mais  .  .  .  ce  sont  en  definitive  les  individus  qui 
s'associent  i  propos  de  la  propriete,  et  la  necessite  de  cette  conven- 
tion, i  laquelle  nul  ne  peut  se  soustraire,  fait  perdre  i  la  propriety 
son  caractere  de  droit  individual,  pour  lui  imprimer  profondement 
le  cachet  d'institution  sociale.  La  society  a  done  le  droit  de  modi- 
fier la  forme  de  la  propriete  et  de  regler  la  question  de  Timpot  comme 
toutes  autres,  au  mieux  de  Tinteret  de  ses  membres  et  suivant  ce 
qui  lui  parait,  i  une  moment  determine,  la  cons^uence  la  plus  logique 
et  la  plus  avancee  possible  de  la  loi  de  justice.  Elle  peut  done 
adopter  i  sa  volonte  I'impot  progressif  au  lieu  de  Timpot  propor- 
tionnel."  Vauthier,  op,  cit,  pp.  lo-ii. 

^Ihid,f  chap,  iv,  pp.  32-50. 

^Ibid.,  chap.  5-7,  pp.  50  and  76. 
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cation  of  the  principle  might  lead  to  very  serious  evils,** 
he  concludes  that  the  difficulties  of  application  are  in 
reality  very  slight;  that  the  fears  of  arbitrariness  in  the 
system  and  of  fraud  in  the  returns  are  illusory ;  that  the 
social  influence  of  a  progressive  tax,  far  from  being  spo- 
liatory in  character,  would  favor  agricultural  improve- 
ments; and  that  the  fiscal  returns  would  be  at  least  as 
great  as  in  the  case  of  a  proportional  tax,  with  the  added 
advantage  of  exempting  the  lower  incomes. 

The  most  remarkable  atempt  to  prove  that  the  give- 
and-take  principle  leads  logically  to  progressive  taxation 
was  made  by  the  French  engineer  Fauveau,  in  another 
work  where  the  mathematical  method  is  applied  to  taxa- 
tion. Fauveau  discusses  four  possible  bases  of  taxation, 
namely  that  taxes  should  be  based  on  the  hypotheses :  ( i ) 
that  every  one  owes  to  society  what  he  gains  from  the 
social  protection;  (2)  that  every  one  owes  to  society 
what  it  cost  society  to  protect  him;  (3)  that  every  one 
ought  to  receive  from  the  social  protection  an  equal  moral 
advantage;  (4)  that  society  ought  to  impose  on  every 
one  an  equal  moral  sacrifice.**  Here  we  are  concerned 
with  the  first  two  hypotheses  only.  The  others  we  shall 
take  up  later.''* 

Fauveau  objects  to  the  assertions  of  Thiers  and  Moli- 
nari  that  the  insurance  theory  leads  to  proportion.  In- 
surance companies,  says  he,  fix  the  premiums  not  alone 
in  proportion  to  the  amount  of  property  insured  but  ac- 
cording to  the  risks;  so  that  the  same  amount  of  prop- 
erty may  often  pay  different  rates  of  insurance.     Now 

""Dans  I'etat  actuel  de  notre  constitution  economique  nous  pen- 
sons  qu'une  application  mal  faite  donnerait  lieu,  sans  grands  avan- 
tages,  a  des  perturbations  enormes  et  souleverait  une  repulsion  des. 
plus  vives."    Op.  cit.,  p.  12. 

"G.  Fauveau,  Considerations  MathSmatiques  sur  la  Thiorie  de 
Vlmpot  (1864),  p.  12. 

'•Below,  historical  appendix  five. 
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100,000  francs  of  property  which  belong  to  one  man 
would  (if  there  were  no  social  protection)  stand  a  much 
greater  chance  of  being  pillaged  than  the  same  amount 
belonging  to  several  individuals.  The  premium  of  in- 
surance would  have  to  be  made  up  of  all  the  infinitely 
small  premiums  for  insuring  each  particular  element  of 
the  large  property;  for  one  runs  the  risk  of  losing  not 
only  the  whole  of  the  property  but  all  the  amounts  infe- 
rior to  the  whole. ''^  After  a  lengthy  computation,  brist- 
ling with  mathematical  formulas,  Fauveau  concludes  that 
taxation  regarded  as  an  insurance  premium  must  increase 
more  rapidly  than  the  value  of  the  property  insured,  but 
less  rapidly  than  the  square  of  the  value. ''^  In  other 
words,  the  insurance  theory  of  taxation  leads  to  progres- 
sion. 

On  the  other  hand,  if  we  desire  to  proportion  taxation 
to  the  cost  of  benefits  received,  Fauveau  thinks  it  impos- 
sible to  settle  on  any  definite  rate.  The  cost  of  punish- 
ing attacks  made  on  security  of  property  grows  less  rap- 
idly than  the  value  of  the  property;  but  the  cost  of  pre- 
venting possible  attacks  is  progressive,  just  as  are  the 
insurance  premiums.  He  maintains,  however,  that  in 
this  case  it  is  impracticable  to  frame  any  mathematical 
proportion.'''  These  arg^uments,  as  we  have  already  seen, 
are  not  very  convincing.''*     It  is  interesting,  however,  to 

"  "Cest  que  chaque  individu  doit,  pour  etre  assure  de  la  possession 
de  son  bien,  une  somme  qui  se  compose  de  toutes  les  primes  infini- 
ment  petites  dues  pour  se  faire  assurer  chacun  des  elements  de  ce 
bien,  car  on  court  risque  d'etre  vol6  non  seulement  de  la  totality  de 
son  bien,  mais  de  toutes  les  sommes  inferieures  i  cette  totalite." 
Fauveau,  op,  cit,  p.  24. 

""L'analyse  mathematique  prouve  que  Timpot  doit  croitre  plus 
rapidement  que  la  valeur  des  biens  assures,  mais  moins  rapidement 
que  le  carr^  de  la  valeur  de  ces  biens."    Ibid.,  p.  26. 

'•Ibid.,%32. 

"  See  above,  pp.  154-156. 
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note  how  the  defenders  of  the  benefit  theory  advance,  by 
a  gradual  evolution,  to  a  point  where  they  virtually  advo- 
cate progressive  taxation. 

Let  us  now  leave  this  whole  school  and  investigate  the 
arguments  of  those  who  propound,  on  the  contrary,  what 
is  known  as  the  faculty  theory  of  taxation. 


Digitized  by 


Google 


CHAPTER  III. 


THE  FACULTY  THEORY. 


The  faculty  theory  of  taxation  is  very  old.  That  a 
man  should  contribute  to  the  public  burdens  in  propor- 
tion to  his  ability  or  faculty  is  a  principle  which  dates 
back  to  the  middle  ages,  both  in  theoretical  literature  and 
in  practical  legislation,  and  which  may  even  be  found  in 
its  main  outlines  in  the  writings  of  the  Greek  philoso- 
phers. The  word  "faculty''  is  the  usual  one  in  Latin  and 
French  tax  laws  and  is  the  general  term  employed  in  all 
the  early  American  laws,  so  that  "faculty"  seems  to  be  a 
peculiarly  appropriate  term  to  use  in  American  discus- 
sions. For  a  long  time,  however,  the  best  practical  test 
of  faculty  was  supposed  to  be  general  property.  Thus 
all  through  the  middle  ages  when  local  taxes  were  levied 
at  all,  they  were  assessed  on  general  property  on  the 
principle  juxta  bonorum  facultatem  or  pro  bonorum  foe- 
ultate} 

In  England  the  most  familiar  instance  of  the  use  of  the 
word  ability  is  that  of  the  Elizabethan  poor  law,  which 
provides  for  the  taxation  of  every  inhabitant  of  the  par- 
ish "according  to  the  ability  of  the  parish" — a  term  in- 
terpreted to  mean  property.^  It  had  been  so  common  to 
identify  faculty  with  property  that  when  the  words  abi- 

^Cf,  the  chapter  on  "The  General  Property  Tax/'  in  Seligman, 
Essays  in  Taxation. 

*Stat.  43  Eliz.,  chap.  2,  sec.  i.  For  the  gradual  change  in  the  in- 
terpretation of  the  word  see  the  volume  entitled.  The  Local  Taxes 
of  the  United  Kingdom,  published  under  the  direction  of  the  Poor 
Law  Commissioners,  1846,  p.  8  ct  seq.  For  earlier  examples  of  the 
use  of  the  term  "ability"  see  E.  Cannan,  The  History  of  Local  Rates 
in  England,  1896,  ch.  I. 
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lity  or  faculty  were  first  used  in  American  colonial  l^s>- 
lation  they  were  held  to  be  tantamount  to  property.® 

Later  on,  the  interpretation  of  "faculty"  was  somewhat 
altered.  From  meaning  property,  it  now  b^^an  to  de- 
note revenue  or  income.  It  was,  however,  still  inter- 
preted to  imply  a  proportional  tax, — ^proportional  now 
no  longer  to  property  but  to  income.  We  see  this  idea 
carried  out  in  legislation.  Thus,  not  to  speak  of  the  me- 
diaeval town  taxes  in  Europe,  we  find  in  the  revenue  laws 
of  the  American  colonies  toward  the  middle  of  the  eigh- 
teenth century  the  word  "faculty"  used  to  designate  the 
"returns  and  gains"  as  over  against  the  "visible  estates" 
or  property ;  and  the  tax  was  expressly  called  the  "faculty 
tax"  or  the  "assessment  on  the  faculty."*  Similarly  dur- 
ing the  French  Revolution  the  principle  was  repeatedly 
laid  down  that  taxation  should  be  according  to  faculty,  or 
according  to  estates  and  faculties, — faculty  being  pre- 
sumed to  stand  for  revenue  as  over  against  property.' 

•See  the  above-mentioned  chapter  on  "The  General  Property 
Tax."  The  American  writer  Gale  holds  that  the  nile  of  taxing 
people  according  to  their  respective  abilities  means  that  the  taxes 
must  be  assessed  according  to  their  respective  "estates  or  visible 
abilities."  C/.  the  anonymous  work  (by  S.  Gale),  An  Essay  on  the 
Nature  and  Principles  of  Public  Credit,  1784,  p.  171. 

*See  the  laws  of  Massachusetts  Bay  (1646),  Plymouth  (1643), 
Connecticut  (1650),  New  Haven  (1649),  and  Rhode  Island  in  the 
chapter  on  "The  General  Property  Tax."  in  Seligman,  op,  cit, 

•  "La  contribution  commune  doit  etre  egalement  repartie  entre  tons 
les  citoyens  en  raison  de  leur  facult^s."  "Declaration  des  Droits  de 
I'Homme  et  du  Citoyen."  26  Aotit— 3  Novembre,  1789,  §13.  Re- 
peated word  for  word  in  the  Constitution  of  1791,  §13.  "Toutes  les 
contributions  et  charges  publiques  seront  supportees  proportionnelle- 
ment  par  tous  les  citoyens  et  par  tous  les  propri^aires  k  raison  de 
leurs  biens  et  facultes."  Acte  constitutionnel  sur  les  Impots  de  12 
Oct.— ^  Nov.,  1789,  §  I.  "Les  contributions  seront  reparties  entres 
tous  les  contribuables  i  raison  de  leur  facultes."  Constitution  du 
5  Fructidor,  An  III  (i795),  §  3o6.  The  work  of  H^ie,  Les  Consti- 
tutions de  la  France**  1880,  contains  all  the  clauses  referred  to.  See 
pp.  32,  53»  269  and  461. 
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Throughout  the  French  Revolution,  however,  with  only 
one  exception,®  the  faculty  tax  was  held  to  mean  a  pro- 
portional, not  a  progressive  tax.  And  even  in  this  one 
exceptional  case,  as  we  have  seen,''  the  Convention  re- 
fused to  apply  the  interpretation  to  taxes  in  general,  mak- 
ing it  applicable  only  to  forced  loans.  The  attempt  in 
1793  to  put  this  interpretation  into  the  Declaration  of 
Rights  of  the  new  Constitution,  was  a  failure.  In  1795 
Villetard  again  endeavored  to  convince  the  legislature 
that  the  word  "faculty"  in  the  Constitution  necessarily 
implied  progressive  taxation.  He  was,  however,  unable 
to  overcome  the  opposing  arg^uments  of  Dauchy®  or  to 
carry  the  Assembly  with  him. 

In  the  cahiers  also  the  overwhelming  mass  of  docu- 
ments, some  of  which  use  the  term  faculty,  advocate  pro- 
portional taxation.  This  is  a  perfectly  explicable  phenom- 
enon when  we  remember  that  one  of  the  chief  objects  of 
the  Revolution  was  to  abolish  the  manifold  exemptions  and 
to  bring  about  equality  of  taxation.®  The  only  two  cases 
where  progressive  taxation  was  demanded  in  the  cahiers 
will  be  mentioned  below.  Later  on,  in  the  French  consti- 
tutions of  1814*^  and  1830,*^  the  term  faculty  tax  seems 
to  be  used  in  the  sense  of  a  proportional  tax  on  property. 
It  was,  however,  not  so  understood  by  the  legislature, 
which  continued  the  revolutionary  system  of  taxation 

•  See  the  law  of  1793,  p.  214  of  this  monograph. 

•  See  above,  pp.  33,  34- 

•  Dauchy,  Rapport  contre  le  Systime  de  Vlmpot  Progressif  fait  d 
la  Siance  du  10  Frimaire  de  Van  V,  au  Nom  de  la  Commission  des 
Finances.    Cf.  Stourm,  Bibliographie,  etc.,  p.  261. 

•  A.  Lichtenberger,  Le  Socialisme  et  la  Revolution  Frangaise,  1899, 
p.  26.    . 

"•"Les  Frangais  contribuent  indistinctcment,  dans  la  proportion  de 
letir  fortune,  aux  charges  de.Tfitat."  Charte  Constitutionelle  du 
4  Juin,  1814,  §  2.    In  H^ie,  op,  cit,,  p.  886. 

^Charte  Constitutionnelle  du  7  Aout,  1830,  82;  H^lie,  ibid.,  p.  988. 
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according  to  revenue;  and  in  the  constitution  of  1848  the 
old  words  "faculty  and  fortune"  are  again  employed  to 
designate  the  proportional  tax.^^ 

The  idea  that  faculty  or  ability  is  measured  by  income 
obtained  a  firm  foothold  in  theory  through  the  celebrated 
maxim  of  Adam  Smith  that  "the  subjects  of  every  state 
ought  to  contribute  ...  as  nearly  as  possible  in  pro- 
portion to  their  respective  abilities,  that  is  in  proportion 
to  the  revenue  which  they  respectively  enjoy,"  etc.  For 
some  time,  as  a  result,  the  theorists  regarded  the  propor- 
tional income  tax  as  the  ideal,  which  ought  to  be  substi- 
tuted for  the  whole  existing  system  of  taxation. 

It  was  not  long,  however,  before  a  slightly  different  in- 
terpretation was  put  on  faculty.  Income  was  still  re- 
garded as  the  test  of  faculty,  but  the  definition  of  income 
was  altered,  or  rather  only  a  portion,  in  lieu  of  the  whole, 
of  the  income  was  henceforth  regarded  as  the  standard  of 
ability.  ^^  Only  that  part  of  income  which  exceeded  what 
was  necessary  for  existence  was  declared  taxable.  The 
idea,  as  we  know,  had  already  been  developed  by  the  advo- 
cates of  the  give-and-take  theory  of  taxation,  like  Steu- 
art,  Bentham,  Forbonnais  and  a  whole  host  of  German 
writers  in  the  first  half  of  this  century.  But  the  clear- 
income  theory,  as  it  is  called,  was  adopted  also  by  the  ad- 
vocates of  the  faculty  principle.  That  is  to  say,  taxation 
as  demanded  by  the  faculty  principle  should  be  propor- 

""Chacun  contribue  4  Timpot  en  proportion  de  ses  facultes  et  de 
sa  fortune."  Constitution  du  4  Nov.,  op,  cit.,  1848,  §  15.  In  Helie, 
op.  cit.,  p.  1 104, 

"  A  curious  and  little  known  interpretation  of  the  term  "ability"  is 
found  in  the  eighteenth  century  in  the  administration  of  the  Eng- 
lish local  poor  rate.  The  "ability"  of  the  taxpayer  was  normally  to 
be  found  in  the  actual  rent  of  his  property,  but  the  court  held  that 
some  regard  should  be  paid  ad  statum  et  facultates  and  interpreted 
this  to  mean  the  number  of  the  family.  Cf.  the  case  in  i  Bott.,  119. 
It  has  already  been  pointed  out  that  the  English  income  tax  later  on 
made  al^atcmcnts  according  to  the  size  of  the  family. 
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tional  indeed,  but  proportional  only  to  that  part  of  the 
income  which  exceeded  a  definite  sum.  In  other  words, 
the  minimum  of  subsistence  should  be  exempted.  It  is 
readily  seen  that  the  resulting  tax  would  not  be  strictly 
proportional,  but  that  it  would  be  graduated  as  to  the  en- 
tire income,  although  it  would  be  proportional  to  a  certain 
excess  of  income. 

The  entering  wedge,  which  thus  began  to  modify  the 
conception  of  faculty,  was  soon  pushed  further  in.  The 
original  idea,  as  we  have  seen,  was  that  of  production. 
Whether  the  product  was  taken  as  it  was  received,  in  the 
shape  of  income,  or  as  it  permanently  remained  in  the 
shape  of  property,  is  immaterial  so  far  as  this  point  is 
concerned.  Both  property  and  income,  as  tests  of  fac- 
ulty, had  regard  to  conditions  of  production.  As  soon, 
however,  as  a  demand  was  made  for  the  exemption  of  the 
minimum  of  subsistence,  a  new  factor  was  introduced, — 
namely,  the  conditions  of  consumption.  What  the  indi- 
vidual received  or  produced  in  the  way  of  income  was  no 
longer  the  only  consideration;  the  ability  to  apply  this 
product  to  the  satisfaction  of  his  necessary  wants  became 
an  equally  cogent  factor. 

It  was,  however,  only  a  step  to  enlarge  the  conception 
of  consumption.  Not  alone  the  satisfaction  of  necessary 
wants,  but  the  satisfaction  of  all  wants,  now  became  the 
watchword.  Faculty  was  declared  to  consist  not  alone  in 
the  power  of  production  or  the  extent  of  product,  but 
also  in  the  power  to  use  the  product  in  order  to  satisfy  all 
one's  wants.  The  conditions  which  limit  faculty  are  to 
be  found  not  only  in  the  amount  of  the  income,  but  in  the 
demands  that  are  made  upon  the  individual  in  disposing 
of  his  income.  In  other  words,  the  idea  of  burden,  or  of 
sacrifice,  was  introduced.  Equality  of  pressure,  or  equal- 
ity of  sacrifice,  now  became  a  fundamental  consideration ; 
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and  faculty,  or  capacity  to  pay  taxes,  was  henceforth  de- 
clared to  be  measured  by  that  proportion  of  his  product 
or  income,  the  loss  of  which  would  impose  upon  the  indi- 
vidual an  equal  burden  or  sacrifice  with  his  neighbor. 

The  doctrine  of  faculty  as  reinvigorated  by  the  con- 
ception of  sacrifice  was  made  the  starting  point  of  a  new 
scientific  movement.  Some  writers,  like  the  German 
Rau,  declared  the  two  ideas  virtually  synon3rmous.  Some, 
like  John  Stuart  Mill,  entirely  dropped  the  conception  of 
faculty,  and  maintained  that  the  only  test  of  just  taxation 
was  equality  of  sacrifice.  Finally,  other  more  modem 
authors  have  sought  to  combine  the  two  ideas,  contending 
that  the  conception  of  faculty  can  really  be  grasped  only 
when  interpreted  in  the  light  of  equal  sacrifice,  or  when 
conditioned  by  it. 

What,  now,  were  the  conclusions  drawn  from  this  doc- 
trine of  equal  sacrifice, — a  doctrine  which,  as  we  shall 
see,  is  by  no  means  so  new  as  it  has  been  generally  as- 
sumed to  be,  and  which  is  found  in  many  of  the  writers 
who  have  almost  imiversally  been  passed  over  in  the  his- 
tory of  the  science  of  finance?  The  argument  may  be 
expressed  as  follows : 

All  individual  wants  vary  in  intensity,  from  the  abso- 
lutely necessary  wants  of  mere  subsistence  to  the  less 
pressing  wants  which  can  be  satisfied  by  pure  luxuries. 
Taxes,  in  so  far  as  they  rob  us  of  the  means  of  satisfying 
our  wants,  impose  a  sacrifice  on  us.  But  the  sacrifice 
involved  in  giving  up  a  portion  of  what  enables  us  to  sat- 
isfy our  necessary  wants  is  very  different  from  the  sac- 
rifice involved  in  giving  up  a  portion  of  what  enables  us 
to  satisfy  our  less  urgent  wants.  If  two  men  have  incomes 
of  one  thousand  dollars  and  one  himdred  thousand  dol- 
lars respectively,  we  impose  upon  them  not  equal,  but 
very  imequal,  sacrifices  if  we  take  away  from  each  the 
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same  proportion,  say  ten  per  cent.  For  the  one  thousand 
dollar  individual  now  has  only  nine  hundred  dollars,  and 
must  deprive  himself  and  his  family  of  necessaries  of 
life ;  the  one  himdred  thousand  dollar  individual  has  nine- 
ty thousand  dollars,  and  if  he  retrenches  at  all  in  his  ex- 
penditures, which  is  very  doubtful,  he  will  give  up  only 
great  luxuries,  which  do  not  satisfy  any  pressing  wants. 
The  sacrifice  imposed  on  the  two  individuals  is  not  equal. 
We  are  laying  on  the  one  thousand  dollar  man  a  far  heav- 
ier sacrifice  than  on  the  one  himdred  thousand  dollar  man. 
In  order  to  impose  equal  sacrifices  we  must  tax  the  richer 
man  not  only  absolutely,  but  relatively,  more  than  the 
poor  man.  That  is,  the  tax  must  be  not  proportional, 
but  progressive;  the  rate  must  be  lower  in  the  one  case 
than  in  the  other.  Since  our  wants  shade  imperceptibly 
into  each  other,  from  absolute  necessities,  to  comforts,  to 
comparative  luxuries,  to  extreme  Itixuries,  logic  would 
require  the  progression  to  be  gradual. 

This  doctrine  was  soon  assailed  from  several  sides. 
Some,  like  Leroy-Beaulieu,  opposed  it  simply  because 
they  denied  the  validity  of  the  sacrifice  theory  as  over 
against  the  benefit  theory.  They  may,  however,  be 
passed  over  here,  as  they  have  already  been  discussed 
under  the  head  of  advocates  of  the  benefit  theory.  Others, 
like  Mill,  asserted  that  the  doctrine  was  "too  disputable 
entirely,"  without  clearly  showing,  however,  in  what  way 
it  could  be  disputed.  For  they  still  believed  in  the  equal- 
ity-of-sacrifice  doctrine,  although  they  did  not  desire  to 
go  beyond  the  exemption  of  the  minimum  of  subsistence. 
Others,  again,  among  recent  writers,  have  accepted  the 
conclusion  as  to  progressive  taxation,  but  maintain  that 
the  premises  should  be  slightly  altered.  Others,  finally, 
have  pointed  out  that  the  conclusion  itself  should  be 
somewhat  changed. 
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Let  us  take  up  the  last  point  first.  If  we  accept  the 
argument,  so  it  was  said,  it  follows  that  the  rate  of  pro- 
gression should  continually  increase  until  finally  the  whole 
income  or  property  would  be  swallowed  up  by  the  tax. 
This  is  a  common  objection,  and  one  of  the  favorite  argfu- 
ments  with  opponents  of  progressive  taxation.  It  may  be 
traced  as  far  back  as  the  last  century.  JoUivet,  for  ex- 
ample, called  the  progressive  tax  the  vulture  which  con- 
sumes its  own  entrails.**  In  answer  to  this  it  was  pointed 
out  that  the  progressive  rate  would  satisfy  the  demands 
of  theory  by  applying  only  to  the  successive  increments 
of  property  or  income,  so  that  the  himdred  per  cent  rate, 
even  if  it  were  ever  reached,  would  never  apply  to  the 
entire  income,  and  that  the  tax  therefore  could  never  con- 
fiscate the  whole.  Many  of  the  advocates  of  progressive 
taxation,  moreover,  hold  that  the  rate  of  progression 
ought  itself  to  be  degressive.  This  was  deemed  to  fol- 
low logically  from  the  argument  above.  For  if  the  in- 
tensity of  our  wants  differs  very  considerably  with  dif- 
ferent objects,  the  loss  of  a  given  sum  of  money  will 
affect  the  poor  man  and  the  rich  man  very  unequally; 
because  in  the  one  case  it  trenches  upon  necessaries,  in 
the  other  case  it  does  not.  In  proportion,  however,  as  we 
approach  the  less  necessary  wants,  the  difference  in  in- 
tensity diminishes,  until  finally,  when  we  deal  with  large 
deductions  from  large  incomes,  there  is  virtually  no  dif- 
ference in  the  intensity  of  the  wants  because  these 
amoimts  serve  to  satisfy  wants  for  extreme  luxuries,  the 
loss  of  which  will  be  of  equally  little  importance.  There- 
fore the  rate  of  taxation  should  gradually  increase  up  to 
a  certain  point,  after  which  the  progression  of  the  rate 
should  decrease  with  the  difference  in  the  intensity  of  the 

""L'impot  progress! f,  en  derniere  analyse,  c'est  le  vautour  d6- 
chirant  ses  propres  entrailles."  J.  B.  M.  Jollivet,  De  Vlmpot  Pro- 
gressif,  et  du  Morcellement  des  Patrimoines,  1793,  p.  96. 
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wants,  until  finally  when  the  point  is  reached  beyond 
which  the  wants  are  of  equally  little  importance,  the  rate 
should  be  the  same.  In  other  words  taxation  should  be 
progressive,  but  the  rate  of  progression  should  itself 
gradually  decrease.  Equality  of  sacrifice  therefore  leads 
to  degressively  progressive  taxation. 

We  come,  now,  to  those  writers  who  accept  the  conclu- 
sion, but  desire  a  change  in  the  premises.  For  instance, 
some,  like  the  recent  Austrian  economist,  Meyer,  while 
approving  progressive  taxation,  think  that  the  premises 
prove  too  much.  If  the  doctrine  of  equal  sacrifice  is  to 
be  interpreted  as  meaning  that  the  intensity  of  the  wants, 
which  remain  unsatisfied  because  of  the  tax,  must  be 
equal,  then  the  tax  would  have  to  take  from  the  larger 
income  the  whole  difference  between  it  and  the  smaller  in- 
come, as  only  thus  could  equality  of  sacrifice  in  the  sense 
indicated  be  attained.  But  this,  they  hold,  would  be  rank 
communism.  These  writers,  therefore,  propose  to  meas- 
ure the  equality  of  the  sacrifice  in  a  different  way, — ^not 
by  the  intensity  of  the  wants  that  remain  unsatisfied  be- 
cause of  the  tax,  but  by  the  degree  in  which  the  tax  in- 
creases the  intensity  of  the  last  wants  that  are  actually 
satisfied.  The  stress  is  laid  upon  the  satisfied,  not  the 
unsatisfied,  wants. 

This  objection,  however,  is  of  little  weight,  because  it 
ascribes  an  arbitrary  meaning  to  the  word  "equal." 
When  economists  speak  of  equal  sacrifice  they  mean 
relatively  proportional  sacrifice.  When  we  advocate 
equality  of  taxation,  we  certainly  do  not  mean  that  the 
identically  same  amount  should  be  taken  from  each  one ; 
for  that  would  involve  the  grossest  inequality.  When 
we  say  that  taxes  should  be  equal,  we  mean  that  the  bur- 
den should  be  proportional.  Whether  the  proportion 
should  be  a  strict  numerical  or  a  relative  proportion — 
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that  is,  whether  the  rate  should  be  the  same  or  different — 
depends  on  the  answer  we  give  to  certain  fundamental 
questions.  It  is  perfectly  conceivable,  for  instance,  that 
a  truer  proportion  might  be  foimd  through  a  so-called 
progressive  tax,  than  through  what  is  commonly  called  a 
proportional  tax.  That  was  the  view  of  Robespierre  and 
the  French  Convention  when  it  decreed  progressive  taxa- 
tion in  the  following  words :  "In  order  to  attain  a  more 
exact  proportion  in  the  division  of  public  burdens  which 
every  citizen  should  support  according  to  his  faculties,  a 
graduated  and  progressive  tax  shall  be  established  on  lux- 
ury and  property,  real  as  well  as  personal."^*^  In  the 
same  way,  when  we  say  that  the  sacrifice  should  be 
equal,  we  mean  with  John  Stuart  Mill,  "that  each  person 
shall  feel  neither  more  nor  less  inconvenience  from  his 
share  of  the  payment  than  every  other  person  experiences 
from  his."  "Equal"  sacrifice  is  thus  merely  a  rough  way 
of  expressing  the  idea  of  "proportional"  sacrifice.  In 
assuming  that  "equal  sacrifice"  necessarily  implies  that 
"the  intensity  of  the  wants  that  remain  unsatisfied  be- 
cause of  the  tax"  must  be  equal,  these  objectors  really 
confound  equal  sacrifice  with  arithmetical  equality.  All 
that  is  implied  in  the  doctrine  of  equal  sacrifice  is  that  the 
pressure  must  be  relatively  proportional,  not  that  it  must 
be  identically  the  same.  It  is  the  same  mistake  as  to  as- 
sume that  equality  of  taxation  means  that  every  one — rich 
and  poor — should  pay  precisely  the  same  amoimt.  The 
amount  paid  is  identical  or  equal  in  one  sense,  and  yet 
such  taxation  would  be  grossly  imequal  in  the  usual  sense 

"  "La  Convention  Nationale  d^crete  comme  principe  que,  pour  at- 
teindre  i  une  proportion  plus  exacte  dans  la  repartition  des  charges 
que  chaque  citoyen  doit  supporter  en  raison  de  ses  facultes,  il  sera 
^abli  un  impot  gradue  et  progressif  sur  le  luxe  et  les  richesses  tant 
fond^res  que  mobilieres."  Loi  du  i8  Mars,  1793.  In  H^lie,  Les 
Constitutions  de  la  France,  1880,  p.  359. 
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of  the  term  "equal  taxation."  Equality  as  used  in  taxa- 
tion does  not  mean  sameness,  but  relative  proportional- 
ity." 

It  makes  no  difference,  therefore,  whether  we  lay  the 
stress  on  the  satisfied  or  on  the  imsatisfied  wants.  The 
explanation  is  identical  in  both  cases.  Granting  the  grad- 
uation in  human  wants,  a  tax  which  takes  away  the  possi- 
bility of  satisfying  some  wants  changes  the  intensity  of 
the  last  want  actually  satisfied,  just  as  it  in  the  same  way 
changes  the  intensity  of  the  next  urgent  want  that  re- 
mains unsatisfied.  We  are  simply  looking  at  the  same  fact 
from  two  different  standpoints.  The  theory  is  not  al- 
tered a  whit.  If  the  imposition  of  a  tax  makes  me  aban- 
don my  outlay  for  amusements  in  order  that  I  may  be 
able  to  purchase  clothing,  the  intensity  of  my  last  want 
actually  satisfied  is  increased  (because  the  desire  for  cloth- 


"  Professor  Edgeworth  has  recently  made  an  attempt  to  distin- 
guish between  equal  sacrifice  and  proportional  sacrifice,  each  of 
them  a  sub-division  of  a  larger  genus  which  he  calls  "like  sacrifice." 
See  "The  Pure  Theory  of  Taxation,"  in  The  Economic  Journal,  vii, 
1897,  p.  557.  From  the  mathematical  point  of  view  this  is  of  course 
possible.  Equal  sacrifice  would  then  denote  the  sacrifice  of  an  abso- 
lutely equal  amount  of  utility,  proportional  sacrifice  would  denote 
that  of  an  equal  proportion  of  utility.  The  distinction  is,  however, 
of  no  practical  importance,  because  the  demand  for  absolutely  equal 
sacrifice  in  the  formal  mathematical  sense  has  never,  so  far  as  I 
know,  been  advanced  by  any  one.  Equality  in  the  ordinary  sense 
of  the  term  just  as  frequently  implies  relative  equality  as  absolute 
equality.  Webster  e.  g.  defines  equality  as  "agreement  in  quality 
or  degree"  Equality  in  degree,  or  relative  equality,  is  precisely 
what  Edgeworth  calls  proportional  sacrifice.  Not  only  has  "equal 
sacrifice"  in  discussions  in  taxation  always  meant  proportional  sac- 
rifice, but  Edgeworth  himself  in  the  latter  portion  of  his  essay  uses 
the  terms  interchangeably,  telling  us  expressly  that  "it  has  seemed 
best,  as  most  agreeable  to  usage,  to  employ  the  term  "equal"  gene- 
rally, covering  proportional  as  well  as  equal  in  the  proper  sense." 
Op.  cit,  p.  566,  note  i. 
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ing  is  more  pressing  than  that  for  amusements),  but  the 
intensity  of  my  next  urgent  want  that  remains  unsatisfied 
is  equally  increased,  because  I  now  cannot  afford  amuse- 
ments, while  formerly  I  could  afford  amusements  but 
could  perhaps  not  afford  more  expensive  enjoyments. 

This,  then,  was  the  theory  of  progressive  taxation  rest- 
ing on  equality  of  sacrifice.  A  niunber  of  recent  Dutch 
writers,  who  had  already  in  the  seventies  accepted  the  fi- 
nal-utility theory  of  Jevons,  applied  his  theory  to  the  doc- 
trine of  progressive  taxation  just  discussed.  According 
to  that  more  modem  nomenclature  the  theory  might  be 
put  as  follows  :^^ 

Every  satisfaction  of  human  wants  implies  the  exis- 
tence of  utility  in  the  commodity  which  provides  this  sat- 
isfaction. The  value  of  any  commodity,  however,  is 
nothing  but  the  expression  of  our  estimate  of  its  marginal 
or  final  utility,  i.  e.,  the  serviceableness  of  the  last  usable 
or  marginal  increment  of  the  supply  to  satisfy  some  par- 
ticular wants.  Since  the  intensity  of  our  wants  and  there- 
fore their  marginal  or  final  utility  decreases  as  we  as- 
cend from  the  lower  or  more  pressing  to  the  higher  or 
less  urgent  wants,  and  since  larger  incomes  afford  the 
means  of  satisfying  these  less  intense  wants,  a  strictly 
proportional  tax  would  involve  smaller  sacrifices  in  the 
case  of  the  larger  incomes.  Strict  equality  of  sacrifices 
in  the  sense  of  relatively  proportional  diminution  of  bur- 
den thus  involves  progressive  taxation.  It  is  a  well  estab- 
lished fact,  however,  that  the  number  of  wants  increases 
as  their  intensity  diminishes.  The  urgent  wants  of  exis- 
tence are  very  pressing  indeed,  but  limited  in  number ;  the 
less  urgent  wants  continually  increase  in  number  and  vari- 
ety with  wealth  and  civilization.    After  a  certain  point, 

**  For  a  fuller  statement  of  the  modem  theory  of  marginal  utility, 
see  Seligman,  Principles  of  Economics,  ch.  12. 
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therefore,  the  differences  between  the  intensity  (and  the 
marginal  utility)  of  wants  diminishes  with  the  increase 
of  their  number  and  area,  until  finally  when  we  come 
to  the  very  large  incomes  the  possibility  of  satisfying 
almost  all  wants  becomes  equal.  Hence  while  taxation 
should  be  progressive,  the  rate  of  progfression  should  itself 
diminish  until  ultimately  the  tax  becomes  proportional. 

The  necessity  of  progressive  taxation  resting  on  this 
gradual  decrease  of  the  marginal  utility  of  wants  was 
worked  out  arithmetically  by  some  of  the  Dutch  authors 
by  constructing  the  following  tables.  Each  individual  is 
assumed  to  have  an  income  which  he  values  at  a  certain 
percentage;  i.  e,,  the  marginal  utility  of  each  successive 
grade  of  income  diminishes  as  the  income  increases.  In 
order  to  ascertain  the  enjoyment  of  satisfactions,  which 
would  be  diminished  by  a  tax,  we  have  simply  to  multiply 
the  amount  of  each  grade  of  income  by  the  marginal  util- 
ity. If,  for  instance,  C  had  an  income  of  $3,000,  of  which 
the  marginal  utility  of  the  first  $1,000  was  100  per  cent, 
of  the  second  95  per  cent,  and  of  the  third,  91  per  cent, 
he  would  have  this  quantity  of  enjo)mient : 

$1,000  at  100  per  cent $1,000 

$1,000  at   95  per  cent 950 

$1,000  at    91  per  cent 910 

$2,860 
In  this  way  we  may  construct  the  following  table : 


Alioa  «ft  {«oA«M*  rx*  St/v-u^  /  wWch  he  values  for  the  mU  )  _-^  cL  i  The  whole  is  then  )  Axiwi 
has  an  income  of  ?IOOO|        Wactionof  hiswsnUalM^  ^1        worth  to  him/^^^O^ 


6 
C 
D 
E 
F 
G 


additional  1000 

'*  1000 

*•  1000 

**  1000 

*•  looo 

**  1000 


95 

91 

87.5 

84.3 

81.3 

78.4 


1950 
3860 
3735 
4578 
539X 
6175 
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Now  suppose  a  strictly  proportional  tax  is  imposed.  If 
the  tax  is  three  per  cent,  then  the  amounts  paid  would  be : 

-^  *30, ''^"^SS^gf^  100    <foue,,    $30.00.    Thi.i.3.       ^t'ofihetoodliooo 


6  60, 
C  90. 

D  190, 

E  150, 
F  i8o, 
G  aio, 


95 

57.00. 

••      a.923 

91 

81.99. 

••      2.863 

87.5 

105.00. 

**      2.811 

84.3 

126.45. 

••      2.762 

81.3 

146.34. 

*•      2.714 

78.4 

164.64. 

••      2.666 

1950 
2S60 

3735 
4578 
5391 
6175 


The  ratio  of  sacrifice  to  enjo)mient  is,  as  we  see,  three 
per  cent  in  the  case  of  A,  2.92  in  the  case  of  B,  and  2.67 
in  the  case  of  G.  In  other  words,  we  have  an  inequality 
of  sacrifice,  produced  by  a  seeming  equality  or  proportion 
in  the  tax.  In  order  to  bring  about  a  real  equality,  so  that 
the  ratio  of  sacrifice  to  enjoyment  may  be  three  per  cent 
in  each  case,  it  would  be  necessary  to  tax*® 

A,  on  his  $1,000 3.    % 

B,  "   2,000 3.0790  " 

C,  "   3,000 3.1428  " 

D,  "   4,000 3.2014" 

E,  "   5.000 3.2584" 

F,  "   6,000 3.3155  " 

G,  "   7,000 3.3755" 

In  other  words,  in  order  to  produce  equal  sacrifice  we 
must  have  a  progressive  rate  of  taxation. 

Thus  far  had  the  Dutch  economists  gone.  The  arith- 
metical proof  seemed  to  be  complete.  The  logical  neces- 
sity of  progfressive  taxation  as  an  outcome  of  the  equal- 
sacrifice  theory,  or  the  marginal  utility  theory,  seemed  to 
be  put  on  absolutely  secure  mathematical  foundations.  It 
was  reserved,  however,  for  another  Dutch  writer  to  use 
the  same  mathematical  arguments  in  order  to  overthrow 

"  The  upper  figures  are  those  of  Bok,  De  Belastingen  in  het  Neder- 
landsche  Parlement  van  1848-1888,  (1888),  p.  177.  The  lower  tabic  is 
taken  from  Cohen-Stuart,  Bijdrage  tot  de  Theorie  der  progressieve 
Inkomstenbelasting,  1889,  p.  no,  who  makes  a  slight  correction  in 
the  figures  of  Bok. 
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the  conclusion.  In  a  recent  and  most  ingenious  work, 
which  will  be  discussed  more  fully  in  the  historical  appen- 
dix, Cohen-Stuart  shows  that  the  whole  elaborate  system 
of  computation  is  erroneous,  and  that  progressive  taxation 
is  by  no  means  a  logically  necessary  conclusion  from  the 
assumed  premises  of  a  decrease  in  final  utility. 

It  is  perfectly  possible,  in  other  words,  to  construct 
tables  which  would  lead  not  to  progression,  but  to  pro- 
portion and  even  to  regression,  although  in  each  case  we 
might  assume  that  the  successive  increment  of  income  is 
worth  less  to  the  owner. 

For  instance: 

A  ha.^.incon.eoft.oool-ll.c^^.^fxoo.    ^  {  ^tTS.t'Sir  f  ♦'- 

IQ50 
2888 
3818 
4742 

If  the  tax  is  three  per  cent,  then  the  amount  paid  would 
be: 

^  *  3°{^ti^  at}^^-^  *  »./.,  $30.00.  TW«i«3-  ^  of  the  total  $1000 
B      60  ••  95.       •*    *•      57.00.      ••    2.923  •*  «•  1950 

C      90  ••  93.8    **    "      84.42-      *•    2.923  •*  **  2888 

D    120  *•  93.       ••    ••    111.60.      **    2.923  *•  •*  3818 

E    150  **  92.41  ••    ••    138.61.      ••    2.923  **  **  4742 

In  order  to  make  the  ratio  of  sacrifice  to  enjo)mient 
three  per  cent  in  each  case,  it  would  be  necessary  to  tax  all 
the  others  3.079  per  cent,  that  is,  to  tax  all  the  others  pro- 
portionally. 
Finally,  let  us  take  a  third  case : 

A  h«  »  income  of  »xooo{-^|.t^,«}  ,co.  ^  {  '^t'oT^t'S.r  l*^"- 

i8oo 
"        2570 

3334 

**        4090 

4840 


6 

•* 

additional 

1000 

n 

95.   " 

C 

> 

«• 

lOOO 

t« 

93-8    " 

D 

<« 

«« 

1000 

(« 

93.      " 

E 

tf 

«« 

1000 

«« 

92.41  " 

6 

<« 

additional 

1000 

80. 

C 

i« 

<« 

1000 

77. 

D 

«« 

«i 

1000 

76.4 

E 

•« 

ti 

1000 

75.6 

F 

«i 

«« 

1000 

75- 

Digitized  by 


Google 


220  American  Economic  Association  [782 

If  the  tax  is  three  per  cent,  then  the  amoiints  paid 
would  be : 

A  I30 1 7^^  at  [  ^^'^  *  '•'••  •^o-^-  '^'^  *5  3.        *  of  the  wholcliooo 

B    60          **            80.     *•    "      48.00.  **      2.667  *•           '*           1800 

C    90          ••            77.     *•    *•      69.30.  •*      2.696  "           "           2570 

D  120          **            76.4  *•    •*      91.68.  ••      2.750  *•           '*           3334 

E  150          •*            76.5  **    *•    113.40.  *•      2.772  "            "           4090 

F  180          ••            75.     •*    "    135.00.  ••      2.790  "            ••           4840 

In  order  to  make  the  ratio  of  sacrifice  to  enjoyment 
three  per  cent  in  each  case,  it  would  be  necessary  to  tax 

A  on  his  $1,000 3.       % 

B       "        2,000 3.375  " 

C       "         3,000 3.333  " 

D       "         4,000 3.273  " 

E       "         5,000 3.247  " 

F       "         6,000 3.226  " 

That  is,  if  we  omit  A,  equality  of  sacrifice  could  be  at- 
tained only  by  taxing  the  larger  income  at  a  lower  rate. 

The  objection  might  be  made  that  there  is  still  a  pro- 
gression from  A  to  B.  But  Cohen-Stuart  explains  this  by 
showing  that  it  is  due  to  an  error  in  the  assumption.  It 
is  assumed  that  the  first  $1,000  will  have  a  marginal  util- 
ity of  100  per  cent.  This  is  plainly  erroneous.  For  if 
the  last  $30  paid  on  a  tax  have  a  marginal  utility  of  100, 
the  marginal  utility  of  other  parts  of  the  $1,000  must  nat- 
urally be  more  than  100.  And  if  we  assume  that  the  mar- 
ginal utility  of  the  whole  $1,000  is  100,  then  the  marginal 
utility  of  some  parts  must  be  less,  and  of  others  more, 
than  100 ;  since  there  can  be  no  such  sudden  jumps  as  from 
$1,000  to  $2,000,  etc.  This  would  obviously  be  true  of 
every  successive  $1 ,000.  Thus  if  we  assume  that  the  ave- 
rage marginal  utility  differs  from  the  marginal  utility  of 
the  portion  subtracted  as  a  tax,  we  could  construct  a  table 
of  average  marginal  utilities  somewhat  like  the  following : 
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A  has  f  1000  income  with  an  average  marginal  utility  loo  ^  : 
Bhasanaddn$iooo        "  "  **  45  **  = 

C       ••       *•       1000        **  "  *•  37  ••  ' 

D       •*       "       1000        •*  "  **  33  **  = 

E       **       •*       1000        *•  **  *'  31  *'  ' 


1000 


29  "  = 


:  total  $1000 

:  *•  1450 
**  1820 
'*   2150 

I  **  2460 
2750 


If  we  again  assume  a  proportional  tax  of  three  per  cent, 
the  amoionts  paid  would  be : 

1.5     ^  of  liooo 


A  $30  whose  marginal  utility  is  50  %  =  I15      t./. 

B    60      •*  ••  ••    40  •*  =»    24       •* 

C    90      ••  •*  "    35  •*  =    31.50  •* 

D  120      *•  *•  *•    32  **  =»    38.40  ** 

E  150      ••  "  •*    30  •*  =    45       " 

F  180      " 


1.655  •* 
1.733  •* 
1.786  *• 
1.829  " 
1.865  " 


1450 
1820 
2150 
2460 
2750 


"  28.5  •*  =  51.30' 

In  order  to  make  the  relation  between  sacrifice  and  en- 
joyment equal  for  all,  i.  e.,  one  and  five-tenths  per  cent, 
it  would  be  necessary  to  tax :  *® 


A. 
B. 
C. 
D. 


.3.  %. 

.3.719  ". 

.2.600  ". 

.2.520  " . 


E 2u0O    ". 

F 2412  ". 


.on  his $1,000 

.    "      2,000 

.    "      3,000 

.    "      4,000 

.    "      5,000 

.    "      6,000 


Here,  then,  we  have  a  continually  decreasing  rate.  This 
would  be  regressive  taxation  of  the  purest  type. 

It  may  be  said  that  all  these  tables  are  arbitrary.  This 
may  be  granted.  Yet,  at  all  events,  they  do  prove  that 
progressive  taxation  does  not  follow  as  a  logical  neces- 
sity simply  from  the  fact  that  greater  incomes  are  worth 
relatively  less  than  smaller  ones  because  of  the  decrease  in 
the  intensity  of  our  wants. 

Thus  the  whole  elaborate  mathematical  proof  of  pro- 
gressive taxation  turns  out  to  be  no  proof  at  all.  Accord- 
ing as  we  choose  our  figures  we  can  prove  the  possibility 
of  progressive,  or  of  proportional,  or  of  regressive  taxa- 
*•  Cohen-Stuart.    Op,  cit,  pp.  112-113. 


Digitized  by 


Google 


222  American  Economic  Association  [784 

tion.  Hence  the  simple  fact  of  the  gradual  decrease  of 
marginal  utility  does  not  necessarily  lead  to  progressive 
taxation,  nor  on  the  other  hand  does  it  necessarily  lead  to 
proportional  taxation.  From  the  equality-of  sacrifice 
doctrine  of  itself  we  can  not  deduce  any  mathematically 
exact  scale  of  taxation,  whether  progressive  or  anything 
else. 

It  is  true  that  Cohen-Stuart  later  attempts  to  prove  that 
a  hypothetical  curve  representing  a  decrease  in  marginal 
utility  in  all  probability  corresponds  to  the  true  curve,  and 
that  this  hypothetical  curve  leads  to  progressive  taxation. 
But  as  we  shall  see  more  fully  in  the  historical  appendix 
number  five  below,  his  methods,  though  extremely  inge- 
nious, are  not  entirely  convincing,  and  he  is  virtually 
unable  to  overcome  the  arguments  with  which  he  has 
himself  demolished  the  older  theory. 

This  brings  us  to  the  very  core  of  the  objection  to  the 
equal-sacrifice  theory,  regarded  as  the  paramount  con- 
sideration in  the  construction  of  any  definite  rate  of  pro- 
gression. The  imposition  of  "equal  sacrifices"  on  all  tax- 
payers must  always  remain  an  ideal  impossible  of  actual 
realization.  Sacrifice  denotes  something  psychical,  some- 
thing psychological.  A  tax  takes  away  commodities  which 
are  something  material,  something  tangible.  To  ascertain 
the  exact  relations  between  something  psychical  and 
something  material  is  impossible.  No  calctilus  of  pain 
and  pleasure  can  suffice,  for  no  attempt  to  reduce  the 
heterogeneous  to  the  homogeneous  can  ever  succeed. 

Even  assuming,  however,  that  this  could  be  done,  the 
case  for  the  advocates  of  equal  sacrifice  would  not  be 
much  better.  The  sacrifice  occasioned  by  a  tax  is  only 
one  factor  in  the  problem,  and  may  be  a  minor  factor. 
Two  men  may  have  the  same  income,  which  they  may 
value  at  very  different  rates.     The  one  may  be  a  bachelor. 
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the  other  a  man  with  a  large  family  dependent  on  him; 
the  one  may  be  well,  the  other  ill ;  the  one  may  have  sim- 
ple tastes,  the  other  extravagant  leanings ;  the  one  may  be 
a  miser,  the  other  a  spendthrift;  the  one  may  earn  his  in- 
come, the  other  may  receive  it  as  a  gift;  the  one  may 
spend  his  income  in  a  village  where  prices  are  low,  the 
other  may  be  compelled  to  spend  it  in  a  metropolis  where 
prices  are  high.  The  variations  in  each  particular  case 
are  numberless.  It  is  quite  impossible  to  say  whether  the 
identical  tax  on  people  of  identical  income  or  property 
will  produce  the  same  relative  pressure,  *.  e.,  occasion  an 
equal  (that  is,  a  proportional)  sacrifice.  Since  sacrifice 
bears  no  definite  relation  to  the  amount  of  commodities, 
it  is  just  as  conceivable  that  in  individual  cases  a  regres- 
sive tax  may  produce  just  as  much,  or  as  little,  equality 
of  sacrifice  as  a  proportional  or  a  progressive  tax.  The 
attempt  to  ascertain  a  mathematical  scale  of  progression, 
so  as  to  avoid  a  charge  of  arbitrariness,  is  foredoomed  to 
failure.  The  equality-of-sacrifice  theory,  taken  by  itself, 
cannot  lead  to  any  fixed  rate  of  taxation,  whether  pro- 
portional or  graduated. 

A  supposed  way  out  of  the  difficulty  has  recently  been 
outlined.  One  of  the  leaders  of  the  Austrian  school  of 
pure  economics.  Professor  Sax,  has  boldly  maintained 
that  taxation  has  nothing  at  all  to  do  with  equal  sacrifice, 
and  that  progressive  taxation  may  be  upheld  on  what  he 
calls  purely  economic  grotmds,  apart  from  questions  of 
justice  or  ethics.  This  theory  is  deemed  by  its  author  so 
important  and  conclusive  that  it  deserves  a  fuller  discus- 
sion.^o 

Sax  bases  his  very  diffusely  expressed,  but  acutely  rea- 


**!!  will  be  found  in  his  book,  Grundlegung  der  theoretischen 
Staatsmrthschaft,  1887,  esp.  §§  81,  82;  and  repeated  in  his  essay, 
"Die  Progressivsteuer,"  in  the  first  number  of  the  Austrian  Zeit- 
schrift  fur  Volkswirthschaft,  Socialpolitik  und  Verwaltung  (1892). 
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soned,  exposition  on  the  assertion  that  the  problems  of 
taxation  have  nothing  to  do  with  ethical,  but  only  with 
purely  economic,  considerations;  and  that  therefore  the 
ideas  of  justice  and  of  equal  sacrifice  are  entirely  irrele- 
vant. He  divides  all  human  wants  into  individual  and 
collective.  Every  person  has  wants  that  attach  to  him 
simply  as  an  individual;  but  he  also  has  wants  that  arise 
from  his  political  association  with  other  men.  It  is  with 
these  "coUectivistic"^*  wants  that  the  science  of  finance 
has  to  deal.  The  state  alone  can  satisfy  the  collectivistic 
wants ;  and  in  order  to  make  it  possible  for  the  state  to 
satisfy  these  wants,  the  individual  must  support  the  state. 
This  is  the  basis  of  taxation. 

The  problem  of  taxation  is:  How  much  of  a  man's 
stock  of  goods  shall  he  devote  to  these  collective  wants  ? 
This  must  depend,  says  Sax,  on  the  marginal  utility  of  the 
goods  taken  from  the  individual.  That  is  to  say,  our 
wants  vary  in  intensity,  ranging  from  the  most  pressing 
wants  or  those  for  absolute  necessaries  of  life — ^through 
several  grades  imtil  we  reach  pure  luxuries.    The  higher 

*^  It  may  be  observed,  in  passing,  that  Sax's  nomenclature  is  not 
quite  exact.  There  is,  indeed,  a  distinction  between  individual  and 
collective  wants,  but  it  is  not  the  one  mentioned  by  Sax.  The  indi- 
vidual wants  are  indeed  those  that  attach  to  one  as  an  individual; 
but  opposed  to  these  are  the  social  or  collective  wants  which  can  be 
satisfied  only  through  some  form  of  union  with  other  individuals. 
There  must  be  an  association  or  collection  of  individuals,  and  the 
wants  are  hence  termed  sodal  or  collective  wants.  These  are  satisfied 
by  all  the  various  forms  of  modem  social  and  collective  organiza- 
tions. On  the  other  hand  we  must  distinguish  between  the  private 
and  the  public  wants  of  the  individual.  Private  tmions  are  voluntary, 
and  take  in  only  portions  of  society.  Organized  society  as  a  whole 
is  called  the  state,  and  membership  in  the  state  is  compulsory.  The 
wants  which  can  be  satisfied  by  the  state  alone  are  public  wants.  All 
public  wants  are  necessarily  social  or  collective  wants;  but  all  col- 
lective wants  are  not  necessarily  public  wants.  The  science  of  fi- 
nance has  to  deal  only  with  public  wants,  not  with  collective  wants 
in  general. 
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we  go  in  the  stock  of  goods  at  our  disposal,  the  greater, 
to  a  certain  point,  will  be  the  decrease  in  the  intensity  of 
our  wants.^*  The  value  of  any  particular  quantity  of 
goods  is  therefore  an  expression  of  its  marginal  utility, 
that  is,  the  serviceableness  of  the  last  usable  portion  to 
satisfy  some  particular  wants.  The  problem  of  equal 
taxation  is  to  take  away  from  individuals  such  quantities 
of  goods  that  each  individual  will  value  the  amount  taken 
from  him  just  as  highly  as  his  neighbor  will  value  the 
amount  taken  from  him.**  In  other  words,  the  marginal 
utility  of  the  commodities  taken  must  be  equal.  This  he 
calls  the  economic  principle  of  equivalence.**  But  as  we 
have  seen  that  the  marginal  utility  varies  inversely  as  the 
amount,  the  marginal  utility  of  the  commodities  taken 
from  two  unequally  wealthy  individuals  can  be  equal  only 
when  we  take  not  the  same,  but  a  relatively  larger,  pro- 
portion from  the  wealthier  individual.  If  we  took  the 
same  proportion  from  two  unequal  stocks  of  goods,  A 
and  B,  the  marginal  utility  of  the  amount  taken  from  the 
smaller  stock  A  would  be  far  greater  than  the  marginal 
utility  taken  from  the  larger  stock  B.  In  order  to  make 
the  marginal  utility  equal  we  must  take  a  larger  propor- 
tion from  B  than  from  A.    In  other  words,  we  must  have 


""Die  Progression  der  Intensitatsabnahme  der  Bedurfnissemp- 
findungen,"  as  Sax  puts  it.  Cf,  Grundlegung  der  theoretischen 
Staatswirthschaft,  p.  511.  Sax  does  not  use  the  words  "marginal 
utility"  in  his  book,  although  he  does  employ  them  in  his  subsequent 
essay. 

""Die  Aufgabe  der  Besteuerung  ist,  aus  den  Privatwirthschaften 
Guterquanten  den  Collectivbedurfnissen  zuzufiihren  welche  der- 
massen  verschieden  bemessen  sind,  dass  jedes  Wirthschaftssubjekt 
nach  dem  thatsachlichen  Stande  des  Individualwerthes  innerhalb 
seines  Bereiches  das  seinige  eben  so  hoch  werthet  wie  jedes  Andere 
der  von  ihm  eingefordeten  Guter"    Ibid.,  p.  514. 

"  "Aequivalente.  Dieses  eine  Wort  bedeutet  die  relative  Steuer- 
austheilung  in  nuce,"    Zeitschrift    fur  Volkswirthschaft,  etc,  p.  90. 
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progressive  taxation  up  to  a  certain  point.^  "Equality 
of  values  taken,"  not  "equality  of  sacrifice,"  is  the  purely 
economic  basis  of  taxation. 

Although  Sax  heralds  this  as  a  great  discovery,  we  may 
be  pardoned  for  believing  that  its  value  for  the  purposes 
of  the  theory  of  progressive  taxation  has  been  considera- 
bly exaggerated. 

In  the  first  place  the  doctrine  of  the  gradation  of 
wants  had  long  since  been  elaborated  by  the  Austrian  eco- 
nomists; the  final-utility  theory  of  Jevons  had  beeen  ap- 
plied to  the  problems  of  taxation  by  the  Dutch  econo- 
mists; and  lastly,  the  formulation  of  the  whole  doctrine 
had  been  developed  by  Meyer  without  any  suspicion  on 
his  part  that  he  had  thereby  made  any  specially  new  dis- 


""Die  Progression  der  Intensitatsabnahme  kann  nur  innerhalb 
gewisser  Grenzen  merklich  sein.  1st  man  aber  einmal  bei  den  Be- 
diirfnissen  von  absolut  sehr  niedrigen  Starkegraden  angelangt,  so 
konnen  weitere  Abstufungen  nur  mehr  an  sich  hochst  geringe  Dif- 
ferenzen  ergeben  die  sich  der  Messbarkeit  entziehcn."  GrundUgung, 
p.  511. 

Professor  James,  in  his  review  of  Sax's  book  in  the  Political  Sci- 
ence Quarterly,  v.  p.  168,  gives  a  partially  erroneous  account 
of  Sax's  meaning,  James  says,  "the  state  may,  therefore,  for  a  given 
service,  take  very  different  sums  from  different  private  economies, 
because  the  final  utility  of  the  service  varies  with  the  amount  of 
goods/'  This,  however,  is  not  Sax's  meaning.  If  individuals 
were  to  pay  taxes  in  accordance  with  the  final  utility  of  the  services, 
we  should  practically  be  going  back  to  the  give-and-take  theory 
of  taxation  which  Sax  expressly  disclaims.  It  is  not  the  final  util- 
ity of  the  state  service,  but  the  final  utility  of  the  commodities  taken 
away  in  the  shape  of  taxes,  which  Sax  emphasizes.  The  final  utility, 
or  value,  of  the  state  services  has  nothing  to  do  with  the  question.  It 
is  the  final  utility  of  the  commodities  that  the  individual  pays  to  the 
state  which  must  be^  equal ;  and  it  is  because  the  final  utility  of  these 
varies  inversely  as  the  whole  stock  of  goods  that  Sax  demands  pro- 
gressive taxation.  We  must  be  careful  not  to  confuse  the  two  no- 
tions, as  does  Professor  James.  Sax  himself  protests  against  a  simi- 
lar confusion  of  which  an  Austrian  economist  is  guilty.  Cf.,  "Die 
Progressivsteuer,"  p.  91,  note. 
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covery.  Now  the  only  difference  between  the  equal  sacri- 
fice or  marginal  utility  theory  of  his  predecessors  and  the 
"equivalence"  theory  of  Sax  is  a  mere  difference  of 
words.  The  equal-sacrifice  theory  says  that  the  tax  must 
take  away  such  amotmts  that  the  resulting  pressure  or  the 
sacrifice  of  enjoyments  may  be  relatively  proportional; 
the  "equivalence"  theory  says  that  taxation  must  take 
away  relatively  proportional  amounts.  But  the  taking 
away  or  giving  up  of  anything  involves  a  pressure  or 
a  sacrifice,  whether  the  sacrifice  be  voluntary  or  com- 
pulsory. Hence,  "equality  of  values  taken"  implies  an 
"equality  of  sacrifice"  to  the  individual. 

In  fact,  a  "purely  economic"  theory  of  taxation  is  as 
impossible  as  a  "purely  economic"  theory  of  value,  if  it  is 
meant  that  "pure  economics"  can  make  abstraction  of 
psychological  and  therefore  of  ethical  considerations.  As 
soon  as  we  introduce  the  conception  of  human  wants  and 
the  means  of  satisfying  these  wants,  we  are  dealing  with 
questions  of  sacrifice  of  enjoyments.  Equality  of  taxa- 
tion, therefore,  connotes  an  ethical  problem,  in  the  same 
sense  that  the  general  law  of  value  and  price  connotes  an 
ethical  problem.  The  mediaeval  theory  of  justum  pre- 
tium,  with  its  modem  successors  in  the  theories  of  fair 
wages,  of  reasonable  railway  rates,  of  trust  prices,  etc., 
shows  how  indissolubly  are  bound  up  the  problems  of 
ethics  and  economics.  The  problems  of  taxation  are  of 
no  different  kind.  The  situation  is  not  altered  in  the 
least  by  regarding  taxes  as  the  satisfaction  of  collectivistic 
wants.  If  I  have  to  spend  money  to  support  my  relative, 
it  is  no  less  a  sacrifice  because  these  duties  may  be  re- 
garded as  the  satisfaction  of  individualistic  wants,  i.  ^., 
wants  which  primarily  affect  me  in  the  individual  relations 
of  my  family.  All  the  more  must  the  compulsory  sub- 
tniction  from  my  wealth  by  a  tax  be  declared  a  sacrifice, 
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even  though  it  be  regarded  as  the  voluntary  satisfaction 
of  coUectivistic  wants.  Hence,  whether  we  call  it  the 
purely  economic  theory  or  the  ethical  theory  of  public 
finance  is  immaterial.  The  "equivalence"  theory  of  tax- 
ation is  simply  another  way  of  putting  the  marginal  utility 
or  equal-sacrifice  theory.  They  do  not  oppose  each  other, 
they  do  not  even  supplement  each  other ;  correctly  under- 
stood they  are  simply  two  distinct  methods  of  explaining 
the  same  thing  in  slightly  different  words.  It  is  impos- 
sible to  take  away  relatively  proportional  values  without 
inflicting  relatively  proportional  sacrifices. 

So  far  has  the  modem  theory  of  progressive  taxation 
gone.  But  if,  as  we  have  seen,  the  equality-of -sacrifice 
theory  taken  by  itself  cannot  lead  to  any  fixed  rate  of  pro- 
gression, must  we  then  range  ourselves  with  those  who 
maintain  that  progressive  taxation  is  illogical  and  imjust ; 
and  that  there  are  no  substantial  arguments  in  its  favor, 
while  the  opposing  arguments  are  numerous  and  convinc- 
ing? Is  progressive  taxation  economically  justifiable  or 
not?  Is  it  theoretically  sound  and  practically  expedient? 
These  are  the  problems  to  which  we  must  address  our- 
selves after  taking  up  somewhat  in  detail  the  various  ad- 
vocates of  taxation  according  to  faculty. 
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HISTORICAL  APPENDIX  III. 

THE  FACULTY  THEORY  LEADS  TO  PROPORTIONAL  TAXATION 

The  earliest  advocates  of  the  faculty  theory  were  con- 
cerned chiefly  with  a  reform  of  obviously  unjust  systems 
of  taxation.  Their  efforts  were  directed  to  bringing 
about  some  semblance  of  proportionality  as  over  against 
the  existing  regressive  systems.  Thus  we  find  the  faculty 
theory  at  first  used  as  a  defense  of  proportion. 

One  of  the  earliest  writers  on  taxation  was  Bodin. 
Bodin,  as  is  well  known,  was  in  favor  of  taxation  only  as 
a  last  resort  in  extraordinary  exigencies,  since  in  his  opin- 
ion the  state  could  and  should  support  itself  in  other  ways. 
In  so  far,  however,  as  taxes  are  necessary,  justice  should 
be  observed;  and  justices  consists  in  apportioning  taxa- 
tion according  to  family^  But  faculty  seems  to  Bodin 
simply  to  denote  means  or  property.^  He  does  not  ana- 
lyze the  matter  any  further. 

In  the  same  way  many  of  the  publicists  of  the  seven- 
teenth century  laid  down  the  principle  that  the  burdens  of 
taxation  should  be  in  proportion  to  the  faculty,  or  the 
powers,  of  each.*     The  Dutch  writer,  Boxhom,  expressly 

^"Sunt  igitur  ea  vectigalia,  si  modo  necessaria,  probanda  quae  in 
omnes  ordines  pro  singularutn  facultatibus  exaequantur."  Bodinus, 
De  Republica,  1577,  lib.  vi. 

*  "Pro  cuiusque  opibus  ac  fortunis."  In  the  French  edition  of  1577, 
we  read :  "Que  chacun  debuoit  porter,  eu  egard  aux  biens  qu'il  auoit." 
Les  six  Livres  de  la  Rdpuhlique,  p.  644. 

•Thus  Botero  says  in  his  Delia  Ragione  di  Stati"  1589:  "Proprium 
est  suhditorum  .  .  .  per  facultates  principes  magistratumque  juvare." 
— Bocerus,  De  Jure  Collectarum,  1617,  "Deinde  quantitas  ilia  distrib- 
uenda  est  pro  viribus  singulorum  turn  provindorum  turn  civitatum 
etiam  hominum." — Besold,  De  Aerario,  p.  619:  "Tributa  ergo  pro 
modo  census  et  facultatum  a  singulis  pensitabantur" — Klock,  De  Con- 
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tells  us  that  the  tax  should  be  proportional  to  property  in 
order  that  the  burdens  and  sacrifices  might  be  equally 
shared  by  all.* 

Among  English  writers,  one  of  the  first  to  uphold  this 
theory  was  Sheridan.  Sheridan,  however,  leaves  us  in 
doubt  whether  he  finds  taxable  ability  to  consist  in  prop- 
erty or  in  expenditure.  He  holds  that  "all  subjects,  as 
well  the  meanest  as  the  greatest,  are  alike  concerned  in 
the  common  safety,  and  should  therefore,  according  to 
their  respective  interests  of  riches  or  enjoyments,  bear 
the  charge  in  equal  proportions."*^  Again,  at  the  begin- 
ning of  this  century,  Frend  expressed  the  common  view  in 
saying  that  "taxation  is  equitable  when  each  member  is 
taxed  in  proportion  to  his  means  of  pajdng  the  tax."  He 
goes  on  to  explain  that  "the  means,  which  an  individual 
has  to  pay  the  demands  of  the  state,  must  depend  on  the 
possession  of  the  sum  required  by.  the  state,  or  of  property, 
which  will  procure  that  sum."*    This,  he  thinks,  is  the 

tributionibus,  1634:  "Collecta  per  aes  et  librum,  hoc  est  sectmdum 
facultatem  patrimonii  imponi  debet  .  ,  ,  ut  onera  commensurata  sint 
viribus  eorum."  Cf,  Rau,  Finanszvissenschaft,  (5th  ed.  1865),  §  253; 
and  Neumann,  Die  Steuer  nach  der  Steuerfahigkeit,  1887,  p.  550. 

*"In  tributis  aequalitatis  maxima  habenda  ratio,  quae  in  eo  po- 
tissimum  versatur,  ut  par  sit  eorum  ratio  ac  paria  hie  onera  sentiant, 
quorum  pares  in  diversis  licet  rebus  positae  sitaeque  sunt  opes." — 
Boxhom,  Institutiones  Politicae,  lib.  i,  cap.  10,  §  18,  no.  9.  For  Box- 
horn's  general  views  on  finance,  see  Laspejrres,  Geschichte  der  volks- 
wirthschaftlichen  Anschauungen  der  Niederlander,  etc  (1863),  p.  239 
et  seq. 

•  "A  Discourse  on  the  Rise  of  Parliament  ,  .  ,  of  Taxes,  Trade, 
and  of  the  Interest  of  England  in  reference  to  France,  In  a  letter 
from  a  Gentleman  in  the  Country  to  a  Member  of  ParliamenL** 
[By  Thomas  Sheridan]  1677,  p.  146.  The  book  has  been  re- 
printed in  facsimile  by  Saxe  Bannister  in  his  Some  Revelations  of 
Irish  History,  1870. 

•  Wm.  Frend,  The  Principles  of  Tcucation  or  Contribution  accord- 
ing  to  Means,"  etc.,  1804,  pp.  33-34- 

In  an  earlier  work  devoted  to  a  criticism  of  Pitts'  income  tax 
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same  as  saying  that  "taxation,  to  be  equitable,  must  leave 
the  subjects  in  the  same  relative  situation  to  each  other, 
in  which  they  were  the  moment  before  the  tax  was  paid/'^ 
Frend  is  thus  the  real  founder  of  the  leave*them-as-you- 
find-them  theory  of  taxation. 

Among  modem  writers  who  have  partly  upheld  the  fac- 
ulty theory  of  proportional  taxation,  the  most  important 
is  Parieu.  Parieu  maintains  that  the  "social-dividend" 
theory,  as  he  terms  it,  would  logically  lead  to  the  "most 
absurd  practical  consequences  and  the  most  shocking  in- 
humanity."® He  considers  it  necessary  to  limit  that  the- 
ory by  the  doctrine  of  equality  of  sacrifice.  The  doctrine 
of  equality  of  sacrifice,  however,  does  not  seem  to  him  in 
itself  a  thoroughly  safe  doctrine,  because  it  leads  to  pro- 
gressive taxation,  or  "tends  irresistibly  to  social  levelling 
as  the  ideal."^  Parieu  comes  to  the  rather  superficial  con- 
clusion that  it  is  possible  to  combine  the  social-dividend 
and  the  equality-of-sacrifice  theories,  so  as  to  make  of 
them  a  compound  which  is  nothing  else  than  purely  pro- 
portional taxation.  ^^  In  other  words,  Parieu  opposes  the 
give-and-take  theory  as  inadequate,  but  objects  to  the 
sacrifice  theory  only  because  it  leads  to  progressive  taxa- 

scheme,  Frend  puts  the  same  principle  in  virtually  identical  language. 
See  Wm.  Frend,  The  Principles  of  Taxation,  1709,  p.  11. 

^  Ihid,  p.  40.  Walker,  Political  Economy,  §  590,  thus  errs  in  as- 
cribing the  origin  of  this  principle  to  the  author  of  the  Edinburgh 
Review  article. 

•  "II  faut  arrivcr  jusqu'aux  cons^uences  pratiques  les  plus  absurdes 
et  aussi  k  rinhumanit6  la  plus  choquante  par  la  negation  absolue  de 
tout  secours  apportd  4  la  situation  de  Tindigence  et  du  malheur." 
Parieu,  Traiti  des  Impots,  p.  30  of  2nd  ed.  (1866). 

•"La  th^orie  de  T^galite  des  sacrifices  parait  plac^  sur  la  pente 
irresistible  qui  conduit  au  nivellement  social  comme  type  de  per- 
fection."   Ibid.,  p.  26. 

^  "II  semble  possible  de  rapprocher  la  theorie  du  contrat  on^eux 
et  celle  de  T^galite  des  sacrifices  dans  cette  idee  moyenne  et  simple 
qui  proportionne  Timpot  aux  biens  particuliers."    Ibid,,  p.  31. 
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m,  which  seems  to  him  socialistic."  That  is,  he  objects 
a  premise,  not  because  of  the  untenability  of  the  pre- 
se,  but  because  of  the  danger  of  the  conclusion.  This 
not  a  very  logical  proceeding. 

On  the  other  hand,  a  far  larger  number  of  the  oppo- 
nts  of  the  benefit  theory  modify  their  demand  for  pro- 
rtional  taxation  by  the  introduction  of  the  idea  of  the 
nimum  of  subsistence,  or  even  of  the  so-called  clear- 
:ome  idea.  Although  they  profess  to  advocate  propor- 
►nal  taxation,  they  in  reality  favor  degressive  taxation, 
it  us  study  them  a  little  more  closely. 

'"La  th^orie  de  Timpot  progressif  parait  partir  de  cette  idee  que 
soci^te  doit  chercher  k  realiser  par  I'impot  une  egalit6  de  situa- 
n,  non  relative  4  la  masse  des  biens  et  aux  propriety  acquises, 
is  absolue  pour  la  personne  de  chaque  citoyen."  Parieu,  op  cit, 
37. 
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HISTORICAL  APPENDIX  IV. 

THE   FACULTY  THEORY  LEADS  TO  DEGRESSIVE  TAXATION. 

The  chief  representative  of  this  tendency  is  John  Stuart 
Mill.  Although  often  regarded  as  the  true  originator  of 
the  equality-of-sacrifice  doctrine,  Mill  was  not  really  the 
first  to  advance  the  idea.  It  is  only  the  deplorable  ignor- 
ance of  the  history  of  the  science  of  finance  among  so 
many  modem  writers  that  could  have  ascribed  to  Mill  doc- 
trines which  had  been  expounded  long  before  him.  Mill, 
however,  was  indeed  the  first  to  draw  from  this  principle 
the  conclusion  of  degressive  taxation.  Mill  strongly  ob- 
jects to  the  quid'pro-quo  theory,  and  lays  down  his  general 
principle  in  the  following  words :  "As  in  a  case  of  volun- 
tary subscription  for  a  purpose  in  which  all  are  interested, 
all  are  thought  to  have  done  their  part  fairly  when  each 
has  contributed  according  to  his  means,  that  is,  has  made 
an  equal  sacrifice  for  the  common  object;  in  like  manner 
should  this  be  the  principle  of  compulsory  contributions ; 
and  it  is  superfluous  to  look  for  a  more  ingenious  or  re- 
condite ground  to  rest  the  principle  upon."^  In  another 
place  he  says :  "Equality  of  taxation  as  a  maxim  of  poli- 
tics means  equality  of  sacrifice.  It  means  apportioning 
the  contribution  of  each  person  toward  the  expenses  of 
government  so  that  he  shall  feel  neither  more  nor  less  in- 
convenience from  his  share  of  the  payment  than  every 
other  person  experiences  from  his." 

Mill,  however,  thinks  that  the  principle  cannot  lead  to 
progressive  taxation.  The  statement  that  "to  take  £ioo 
from  £i,ooo  is  a  heavier  impost  than  £i,ooo  taken  from 

^Principles  of  Political  Economy,  book  v,  chap,  ii,  §  2;  ii,  p.  398, 
of  Appleton's  (1880)  edition. 
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f  10,000,  seems  to  me  too  disputable  altogether,  and  even 
if  true  at  all,  not  true  to  a  sufficient  extent  to  be  made  the 
foundation  of  any  rule  of  taxation.  Whether  the  person 
with  £10,000  a  year  cares  less  for  £1,000  than  the  person 
with  only  £1,000  a  year  cares  for  £100,  and  if  so,  how 
much  less,  does  not  appear  to  me  capable  of  being  decided 
with  the  degree  of  certainty  on  which  a  legislator  or  a 
financier  ought  to  act."  Mill  thinks  that  the  portion  of 
truth  which  the  doctrine  contains  "arises  principally  from 
the  tax  which  can  be  saved  from  luxuries,  and  one  which 
trenches  in  ever  so  small  a  degree  upon  the  necessaries  of 
life  or  what  is  conducive  to  the  support  or  to  the  comfort 
of  existence."  Hence  Mill  concludes  that  the  most  equi- 
table plan  is  to  Exempt  a  certain  minimum  of  income,  but 
to  tax  everything  else  above  that  proportionally — a  theory 
which  he  erroneously  seems  to  think  originated  with  Ben- 
tham. 

To  this  argument  the  rejoinder  is  obvious  that  the  de- 
grees of  income  which  are  "conducive  to  the  support  or  to 
the  comfort  of  existence"  vary  with  the  standard  of  life, 
and  that  according  to  Mill's  own  theory  no  really  equitable 
fixed  minimimi  of  subsistence  can  be  determined.  If 
equality  of  sacrifice  is  the  only  defense  of  the  exemption 
of  the  minimum  of  subsistence,  we  could  not  stop  with 
this ;  for  human  wants  shade  into  each  other  by  impercep- 
tible gradations.  It  is  worth  mentioning  also  that  Mill 
strongly  favors  a  progressive  rate  in  the  case  of  legacy 
and  inheritance  taxes  f  and  that  he  advocates  differentia- 
tion in  the  rate  of  the  income  tax,  according  as  the  income 

"In  the  first  edition  of  his  Principles  Mill  puts  this  as  follows: 
"The  principle  of  graduation  (as  it  is  called),  that  is,  of  lev3ring  a 
larger  percentage  of  a  large  sum,  though  its  application  to  general 
taxation  would  be  a  violation  of  first  principles,  is  quite  unobjection- 
able as  applied  to  legacy  and  inheritance  duties."  Book  vi,  ch.  ii, 
§  3.  In  the  second  edition,  Mill  changes  the  emphasis :  'The  principle 
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is  a  life  income,  or  a  perpetual  income.  It  is  remarkable 
that  in  espousing  the  latter  demand  Mill  advances  pre- 
cisely the  same  argument  which  he  refuses  to  accept  in  the 
discussion  of  graduation.  "It  is  not  because  the  tempo- 
rary annuitant  has  smaller  means,"  says  Mill,  "but  because 
he  has  greater  necessities,  that  he  ought  to  be  assessed  at 
a  lower  rate."  Yet  the  more  urgent  demands  on  the  in- 
come of  the  life  annuitant  cannot  be  fixed  by  the  govern- 
ment with  any  more  "certainty"  than  the  more  urgent 
demands  on  the  income  of  the  poorer  man.  What  is 
sauce  for  the  goose  is  sauce  for  the  gander.  The  reas- 
oning is  exactly  the  same.  It  seems  illogical  to  uphold 
differentiation  of  taxation  and  to  oppose  progression 
of  taxation.  Moreover,  although  Mill  is  such  a  strong 
advocate  of  what  he  thinks  is  proportional  taxation,  it  has 
been  pointed  out  that  he  is  really  abandoning  the  whole 
contention.  As  Faucher  truly  says,  "Exemption  of  any 
revenue  is  simply  the  entering  wedge  of  progressive  taxa- 
tion."' It  is  because  this  seems  to  him  inevitable  that 
Faucher  objects  to  all  income  taxation.  For  progressive 
taxation,  he  thinks,  reduces  all  to  a  common  level  of  mis- 
ery.^ 

The  earliest  important  German  writer  to  deduce  degrer.- 

of  graduation,  though  its  application  to  general  taxation  would  be, 
in  my  opinion,  objectionable,  seems  to  me  both  just  and  expedient 
as  applied  to  legacy  and  inheritance  duties." 

•"On  pose  le  premier  jalon  de  Timpot  progressif  des  que  Ton 
aflFranchit  de  la  taxe  sur  le  revenu  certaines  classes  de  contribuables." 
Leon  Faucher,  "De  I'lmpot  sur  le  Revenu,"  in  his  Melanges  (TEcono- 
mie  Politique  et  de  Finance,  i  (1856),  p.  57. 

*"Oui,  rimpot  progressif  est  au  bout  de  Timpot  sur  le  revenu.  II 
en  rcpresente  la  fatality.  Aveugle  qui  ne  la  voit  pas  ct  insens6  qui 
la  dissimule  .  .  .  L'ideal  de  la  loi  agraire  se  trouve  realise,  car 
rimpot  etend  alors  sur  les  citoyens  un  niveau  commun  de  misere." 
Ihid,,  p.  59. — Cauw^s,  Pricis  du  Cours  d'Economie  Politique,  ii,  p. 
572,  is  in  error  in  terming  Faucher  a  partisan  of  progressive  taxation. 
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sive  taxation  from  the  faculty  theory  was  Rau.  Rau  con- 
fesses that  in  general  a  certain  sum  of  money  has  a  higher 
value  for  its  possessor  according  as  it  forms  a  larger  part 
of  the  amount  available  for  expenses.  From  this  he 
draws  the  remarkable  conclusion  that  all  will  be  able  to 
g^ve  up  a  proportional  part  of  their  property  with  equal 
sacrifices.  Proportional  taxation  is  the  most  equitable 
and  just.^  In  another  part  of  his  work,  however,  Rau 
explains  that  he  means  a  proportional  taxation  of  clear 
income  only,  by  which  he  luiderstands  the  exemption  of 
the  minimum  of  subsistence;  and  this,  he  thinks,  is  fixed 
by  the  normal  standard  of  life.®  Since  this  is  exceedingly 
difficult  of  exact  ascertainment,  Rau  has  no  objection  to  a 
tax  on  the  whole  income,  which  is  graduated  up  to  a  cer- 
tain point,  in  order  to  effect  a  virtually  proportional  taxa- 
tion on  the  clear  income.  Later  on,  however,  Rau  is  in- 
consistent enough  to  confess  that  the  theory  of  sacrifice 
may  logically  lead  to  progressive  taxation,  which  he  re- 
jects because  of  its  dangerous  tendencies.'^ 

Somewhat  later,  another  German  writer  went  into  the 
subject  a  little  more  fully.     Umpfenbach  is  a  stanch  op- 

•"Mann  kann  annehmen,  dass  eine  gewisse  Geldsumme  fur  den 
Besitzer  einen  desto  hoheren  Werth  hat,  eincn  je  grosseren  Theil 
seines  ganzen  verwendbaren  Gutervorrathes  sie  ausmacht  und  einen 
je  grosseren  Theil  des  gesammten  ihm  zu  Gebote  stehenden  Giiter- 
genusses  sie  folglich  entspricht  .  .  .  Es  werden  daher  Alle  einen 
gleichvielsten  Theil  (Quote)  der  zu  ihrer  Verfiigung  stehenden  Gut- 
crmenge  ungefahr  gleich  leicht  oder  schwer  abgeben  konnen."  Rau, 
Finanswissenschaft,  1832-1837,  §  253.    5th  ed.  (1864),  iii,  part  i,  p. 

395. 

•"Es  ist  gerecht  und  zweckmassig  dass  nur  der  Theil  der  ganzen 
Einnahme  in  Anschlag  gebracht  wird  der  den  mittleren  standesmas- 
sigen  Unterhaltsbedarf  des  Arbeiters  und  seiner  Familie  ubersteigt, 
sowie  uberhaupt  der  mit  einem  Einkommen  nothwendig  verknupfte 
Kostenaufwand  in  Abrechnung  kommen  muss."  Ibid,,  §  391;  iii, 
part  2,  p.  170. 

^Ibid,,  §  400;  iii,  part  2,  195. 
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ponent  of  the  give-and-take  theory,  and  maintains  that  the 
only  principle  is  to  tax  individuals  according  to  their 
"economic  capacity  to  pay."®  But  this,  he  maintains, 
means  proportional,  not  progressive,  taxation,  because  in 
the  eyes  of  the  state  equal  revenue  connotes  equal  faculty, 
for  the  reason  that  equal  income  yields  equal  enjoyment. 
The  state  has  nothing  to  do  with  the  subjective  im- 
pressions of  the  taxpayer;  how  far  a  man's  income  may 
suffice  for  the  satisfaction  of  his  comforts  and  luxuries 
is  purely  a  subjective  matter.  The  state  has  no  right  to 
inquire  into  this  unless  we  are  willing  to  say  that  it  is 
the  function  of  the  state  to  level  inequalities  of  fortune. 
The  whole  theory  of  progressive  taxation  is  simply  a  re- 
sult of  false  sentimentalism.®  The  only  really  legitimate 
kernel  of  progressive  taxation  consists  in  the  exemption 
of  a  definite  minimum  of  existence,  because  it  is  virtually 
impossible  for  the  state  to  tax  this.^^ 

The  only  other  German  writers  of  any  importance  who 
advocate  the  degressive  theory  are  those  who  have  been 
influenced  chiefly  by  Mill.  Both  Bergius  and  Pfeiffer, 
the  authors  of  bulky  volumes  on  public  finance,  follow 

■  "Die  okonomische  Steuerfahigkeit" 

•"Fur  die  Finanzpolitik  kann  auf  Grund  menschlich  allgemeiner 
Werthschatzung  als  Regel  nur  gelten,  dass  gleich  grosses  Einkom- 
men  gleich  grosse  Steuerfahigkeit  hat,  weil  es  in  seiner  Verwen- 
dung  gleich  grossen  Genuss  gewahrt  Regelmassig  verschieden,  was 
dann  die  Besteuerungspolitik  vollig  unbeachtet  lasst,  ist  die  Genuss- 
richtung;  regelmassig  ubereinstimmend,  worauf  die  Besteuerung 
fusst,  ist  die  Genusshohe  .  .  .  Die  Finanz  lasst  durch  die  Besteuer- 
ung von  jeder  gleichen  Genusshohe  gleichviel  wegnehmen ;  aber  sie 
ist  nicht  dazu  da,  um  mit  Hilfe  und  auf  Kosten  der  Besteuerung  der 
Subjectivitat  dieser  oder  jener  Einzelnen  zu  einer  opulenteren  Ge- 
nusshohe des  Auskommens  zu  verhelfen,  als  deren  Einkommen  ent- 
spricht."  Umpfenbach,  Lehrhuch  der  Finamwissenschaft,  1859.  Cf, 
2nd  ed.  (1887),  §  82,  pp.  166-167. 

^  "Mit  Abzug  des  auf  jedes  Einkommen  treffenden  Existenz-mini- 
mums  steht  die  einzige  zulassige  Steuerprogression  fest"  Ibid,,  p. 
173. 
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Mill  almost  word  for  word.^^  Pfeiffer,  however,  in  de- 
manding the  exemption  of  the  minimum  of  subsistence, 
desires  that  an  allowance  be  made  for  the  number  of  chil- 
dren. Vocke  also  finds  the  limit  of  progression  to  con- 
sist in  the  exemption  of  the  minimum  of  subsistence.^* 
And  Helfferich  takes  virtually  the  same  position." 

The  advocates  of  degressive  taxation  as  an  outcome 
of  the  faculty  theory  of  taxation  are  therefore  very  few  in 
number.  It  is  evident  that  their  position  is  not  a  strong 
one,  and  that  their  attitude  is  based  on  a  half-way 
reasoning.  It  is  not  surprising,  then,  that  the  great  ma- 
jority of  writers  of  this  school  should  go  the  whole  length 
and  plead  for  progression  as  a  necessary  outcome  of  the 
faculty  theory  of  taxation.  With  this  far  larger  wing  we 
have  now  to  deal. 


"  Bergius,  Grundsdtse  der  Finanjnvissenschaft,  1865.  Cf.  esp.  2nd 
ed,  (1871),  pp.  407-410.— Pfeiffer,  Die  Staats-Einnahmen,  1866,  i, 
p.  80;  ii,  pp.  26-34,  41-45,  538. 

"W.  Vocke,  Dit  Abgaben,  Auflagen  und  die  Steuem,  1877,  p.  473. 

*  Helfferich,  "Die  allgemeine  Steuerlehre"  in  Schonberg's  Hand- 
buck  der  Politischen  Oekonomic,  3rd  ed.  1891,  iii,  p.  136. 
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HISTORICAL  APPENDIX  V. 

THE  FACULTY  THEORY  LEADS  TO  PROGRESSIVE  TAXATION. 

The  advocates  of  this  doctrine  are  so  numerous  that  it 
will  conduce  to  clearness  to  divide  this  appendix  into  six 
parts,  taking  up  first  the  earlier  and  especially  the  eigh- 
teenth century  writers,  then  dealing  in  turn  with  the  de- 
velopment during  the  nineteenth  century  in  France,  Eng- 
land, Germany,  and  Holland,  and  closing  with  a  discus- 
sion of  the  most  recent  history  in  America  and  Great 
Britain. 

The  earliest  statement  of  this  principle  is  found  in  the 
first  essay  of  Guicciardini,  at  the  end  of  the  sixteenth 
century.^  Equality  of  taxation,  we  are  told,  consists  not 
in  everybody's  paying  the  same  rate,  but  in  the  pay- 
ments being  so  arranged  as  to  impose  the  same  burden  on 
all.^  If  both  a  poor  man  and  a  rich  man  pay  to  the 
state  one  tenth  of  their  incomes  respectively,  even  though 
the  rich  man's  one-tenth  is  far  more  than  that  of  the 
poor  man,  the  poor  man,  in  order  to  pay  his  one-tenth 
undergoes  a  far  greater  sacrifice  than  the  rich  man  in 
paying  his.^  For  expenditures  are  of  three  classes,  neces- 
saries, comforts  and  luxuries.  A  man  with  fifty  ducats 
income  cannot  even  satisfy  his  necessaries,  and  if  he  pays 

*  For  the  essay  of  Guicciardini,  see  above,  p.  135. 

"'La  egualiti  di  una  gravezza  non  consiste  in  questo,  che  chias- 
cuno  paghi  per  rata  tanto  Tuno  quanto  Taltra,  ma  che  il  pagamento 
sla  di  sorte  che  tanto  s'incommodi  Tuno  quanto  Taltro."    Op,  cit.  p. 

355. 

•"Quando  un  povero  paga  in  commune  una  decima  delle  entrate 
sue  e  un  ricco  paga  una  decima  ancora  che  la  decima  del  ricco  getti 
piu  che  quella  del  povero,  pure  multe  piu  si  disordina  il  povero  di 
pagare  la  sua  decima  che  il  ricco  la  sua  .  .  .  ."    Ibid, 
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a  tax  he  must  do  without  some  absolute  necessities;  he 
who  has  one  hundred  to  one  hundred  and  fifty  can  pay- 
twelve  or  fifteen  per  cent  in  taxes,  and  will  gfive  up  only 
comforts.  But  the  recipient  of  from  two  hundred  and 
fifty  to  three  hundred  ducats  income  can  pay  as  much  as 
one-fourth  or  one-third  in  taxes,  and  yet  give  up  only 
what  he  would  have  spent  in  superfluities  or  what  he 
would  have  added  to  his  capital.* 

Guicciardini,  however,  soon  abandons  this  tack  in  order 
to  take  the  more  frankly  socialistic  attitude.*^ 

*  "Le  spese  che  fanno  i  dttadini  sono  di  trc  ragioni :  alcune  sono 
necessarie,  altre  si  fanno  per  commodita,  altra  sono  totalmente  su- 
perflue.  Chi  ha  di  entrata  50  ducati  o  manco,  non  puo  con  questa 
entrata  supplire  alle  necessita  e  se  di  questi  ha  a  pagare  una  decima, 
bisogna  che  stremi  alle  spese  che  gli  sono  necessarie;  il  mediocre, 
chi  ha  di  entrata  100-150  ducati,  he  il  panno  piu  largo  e  paga  una 
decima  e  un  quarto,  o  una  decima  e  mezzo  col  resecare  le  spese  della 
commodity,  ma  non  si  restringe  nelle  cose  necessarie ;  colni  chi  ha  di 
entrata  250-300  ducati,  se  bene  paga  il  quarto  et  il  terzo  delle  en- 
trate  sue,  non  solo  non  restringe  le  spese  necessarie,  ma  neanche 
manca  alia  commodity,  spende  quelli  che  avrebbe  dissipato  in  spese 
superfine  o  accumulati  nella  cassa." 

•  See  above,  p.  135. 
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A.     The  Eighteenth  Century. 

Coming  to  the  eighteenth  century,  the  earliest  adhe- 
rent to  the  progressive  principle  based  on  the  faculty  the- 
ory is  the  German  Councillor  Charles  of  Bayreuth,  who 
wrote  a  treatise  in  French  in  1722.^  Councillor  Charles 
or  Rath  Karl,  as  he  was  called  in  Germany,  objected  to 
the  ordinary  property  tax  because  the  same  rate  in  the 
proportional  tax  would  hit  a  man  living  in  Paris  more 
severely  than  one  living  in  the  country.  It  must  be  as- 
sumed, says  he,  that  the  prince  is  desirous  of  increasing 
the  wealth  of  his  subjects  and  of  affording  every  one  an 
equal  facility  to  enricih  himself.  A  purely  mathematical 
equality  in  taxation  will  not  suffice.  What  is  needed  Is 
a  geometrical  relation.^  Accordingly  he  proposes  to  di- 
vide the  population  into  three  classes,  arranged  accord- 
ing to  the  estates,  for,  says  he,  that  which  constitutes  the 
wealth  of  a  peasant  does  not  make  a  nobleman  rich,  be- 
cause of  the  difference  in  their  positions.*     If  we  take  by 

*  Traits  de  la  Richesse  des  Princes  et  de  leurs  l&tats  et  des  Moyens 
Simples  et  Naturels  pour  y  parvenir.  Par.  M.  C  C  D.  P.  d.  B.,  Alle- 
mand  i  Paris,  1722.  An  account  of  this  is  given  in  the  article  '*Ver- 
mogensteuer"  in  the  Policey-und'CameraUMagaMin  von  J.  H.  L.  Ber- 
C^us,  vol  ix,  1774,  pp.  44-46,  from  which  the  following  quotations 
are  made.  It  is  fully  treated  in  J.  W.  von  der  Lith,  Neue  vollstdn- 
dig  erwiesene  Abhandlung  von  den  Steuem,  1766,  esp.  pp.  203-208.  I 
have  not  been  able  to  find  a  copy  of  the  French  original.  It  does 
not  seem  to  be  in  the  National  Library  in  Paris. 

•  "Die  Absichten  des  Fursten"  gehen  dahin  "die  Reichtiimer  seiner 
Unterthanen  und  des  Staats  zu  vermehren,  und  einem  Jedem  eine 
gleiche  Leichtigkeit  zu  verschaffen,  sich  zu  bcreichem  .  .  .  Eine 
blose  arithmetische  Gleichheit,  vermoge  welchcr  Jeder  nach  dem 
zehnten  Theil  seiner  Einkunfte  geschatzet  sei  wiirde  keineswegs  die- 
jenige  Wirkung  thun  .  .  .  Vielmehr  ware  es  weit  rathsamer  bey- 
den  Anlagen  ein  geometrisches  Verhaltniss  zu  bcstimmen." 

'"Denn  dasjenige  was  den  Reichthum  eines  Bauem  ausmache, 
mache  einen  Edelmann  nicht  reich,  weil  dieser  ein  weit  mehreres 
bediirfe  um  sich  in  seinem  Stande,  zu  unterhalten,  als  ein  Bauer  in 
dem  seinigen." 
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taxation  from  a  nobleman  ten  livres  from  one  hundred, 
which  constitute  his  entire  income,  we  are  taking  a  part 
of  the  necessary  means  of  his  existence ;  but  if  a  peasant 
pays  the  same  amount  it  takes  only  his  superfluities,  which 
should  be  the  true  and  only  subject  of  taxation.  Further- 
more, in  each  class  the  same  argument  would  apply,  and 
therefore  the  rate  should  be  progressive.  Accordingly, 
if  we  tax  the  wealthy  ten  per  cent  the  less  wealthy  ought 
to  pay  only  five  per  cent  and  so  on.* 

One  of  the  earliest  defenders  of  the  same  doctrine  was 
Montesquieu,  although  his  argument  is  not  uniformly  con- 
sistent. Montesquieu,  as  we  know,  gave  the  celebrated 
definition  of  taxes  which  classes  him  among  the  partisans 
of  the  benefit  theory.'  Yet,  when  speaking  of  the  pro- 
gressive tax  in  Athens,  he  upholds  it  on  entirely  different 
grounds.  "In  the  personal  tax,"  sa)rs  Montesquieu,  "the 
proportion  which  would  exactly  follow  the  proportion 
of  property  would  be  unjust.  The  Athenian  tax  was 
just,  although  not  proportional.  If  it  did  not  follow 
the  proportion  of  property,  it  followed  the  proportion  of 
wants.  It  was  held  that  every  one  had  an  equal  amount 
necessary  to  his  subsistence;  that  this  necessary  por- 
tion ought  not  to  be  taxed;  that  the  useful  came  next, 
and  that  it  ought  to  be  taxed,  but  less  than  the  super- 
fluous.*   We  see  from  this  passage  that  Montesquieu 

*''£s  zahle  zu  dner  Zeit  in  welcher  jedermann  den  zehnten 
Theil  yon  seinen  Einkunften  der  Obrigkeit  zinsen  musse,  der  Anne 
in  dem  arithnietischen  Verhaltnisse,  nicht  so  viel  als  der  Reiche." 

•See  above  p.  163. 

•"Dans  rimpot  de  la  personne,  la  proportion  injuste  seroit  ccUe 
qui  suivroit  exactement  la  proportion  des  biens  ...  La  taxe 
etoit  juste,  quoiqu'elle  ne  fut  point  proportionnelle ;  si  elle  ne  suivoit 
pas  la  proportion  des  biens,  elle  suivoit  la  proportion  des  besoins. 
On  jugea  que  chacun  avoit  un  n^cessaire  physique  ^gal;  que  ce 
n^essaire  physique  ne  devoit  point  etre  tax6;  que  I'utile  venoit  en- 
suite,  et  qu'il  devoit  etre  tax^,  mais  moins  que  le  supcrflu."  Mon- 
tesquieu, De  VEspHt  des  Lois,  book  xiii,  chap.  vii. 


Digitized  by 


Google 


805]  Progressive  Taxation  in  Theory  and  Practice    243 

defends  progressive  taxation  because  the  curtailment  of 
luxuries  involves  less  sacrifice  than  the  curtailment  of 
necessaries.  But  he  adds  immediately :  "It  was  thought 
that  the  size  of  the  tax  on  the  superfluous  would  prevent 
the  superfluous."''  This  would  seem  to  imply  the  socio- 
political or  socialistic  theory  of  progressive  taxation,  that 
it  is  the  duty  of  the  state  to  remedy  inequalities  of  wealth. 
Montesquieu  must  therefore  be  regarded  as  inconsistent, 
although  in  the  main  he  may  be  classed  under  the  division 
here  discussed. 

A  similar  charge  of  inconsistency  can  be  brought 
against  Graslin,  the  author  of  the  most  elaborate  defense 
of  the  progressive  principle  in  the  eighteenth  century. 
Graslin,  as  we  have  seen  above,®  is  an  ardent  defender 
of  the  benefit  theory  of  taxation,  but  when  he  reaches  the 
crucial  point  he  adroitly  slips  in  the  faculty  theory  and 
attempts  in  a  very  remarkable  way  to  interpret  benefit  in 
terms  of  faculty. 

Taxes  are  indeed,  says  he,  nothing  but  a  return  for  pro- 
tection. The  rich  man,  however,  presents  so  to  speak, 
a  greater  surface  to  protection  than  the  man  in  comfort- 
able circumstances.  Owing  to  his  social  position,  his 
wealth  and  his  enjoyments,  he  therefore  really  gets  more 
of  this  kind  of  satisfaction  of  wants,  for  we  must  inter- 
pret the  payments  which  one  makes  in  exchange  for  pro- 
tection in  the  light  of  the  satisfactions  which  he  gives  up ; 
and  the  rich  man  in  paying  a  proportional  tax  has  to  re- 
trench only  in  his  extreme  luxuries,  while  the  other  has 
to  sacrifice  objects  of  necessity  rather  than  of  comfort.^ 

*"Que  la  grandeur  de  la  taxe  sur  le  stiperflu  empechoit  le 
supcrflu." 

•Pp.  194-195. 

*"Le  riche  pr^ente  une  plus  grande  surface  i  la  protection  que 
le  citoyen  ais^.  II  prend  plus  en  quelque  fa^on  de  cet  objet  de  besoin^ 
par  le  rang  qu'il  tient  dans  la  societe,  par  ses  possessions  et  ses  jouis> 
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Confronted  by  the  objection  that  this  is  not  an  ex- 
change of  value  for  equal  value,  Graslin  states  that  the 
exchange  must  be  interpreted  in  the  light  of  a  relation  to 
individual  wants.  Exchange  in  general  is  the  barter  of 
a  superfluity  for  a  necessity,  or  of  a  superior  want  for  an 
♦^ferior  want ;  but  protection  has  a  different  value  for  dif- 
ferent people,  because  its  value  varies  according  to  the 
value  of  things  given  in  return ;  and  this  value  depends  on 
the  relation  of  wealth  to  wants.  The  greater  the  wealth 
the  less  is  the  value  of  what  is  given  up  by  the  taxpayer. 
Hence  the  general  law  of  taxation  is  that  the  tax  must 
grow  progressively  faster  than  the  comfort  of  the  tax 
payer;  if  his  comfort  is  doubled,  the  tax  must  be  more 
than  doubled.^®     It  will  be  seen,  therefore,  that  Graslin 


sances.  S'ils  donnaient,  Tun  et  Tatitre,  un  Change  de  la  pro- 
tection, des  objets  des  memes  besoms,  il  serait  juste  qu'ils  donas- 
sent  chacun  une  portion  des  ces  objets,  proportionnelle  i  celle  qn'ils 
re^oivent  dans  Tobjet  total  de  la  protection.  Mais  le  riche,  qui 
donnerait  le  dixidme  de  son  revenu,  ne  donnerait,  c'est-a-dire,  ne 
serait  priv6,  que  des  objets  des  demiers  besoins;  au  lieu  que  le  cito- 
yen  simplement  ais6,  qui  n'  a  que  les  objets  de  necessity  et  d'utilite 
en  donnant  une  dixieme  de  la  fortune,  donnerait  peut-etre  une  moiti^ 
des  objets  d'utilit^.  Le  dernier  donnerait  done  plus  que  le  premier, 
en  recevant  moins.  Graslin,  Essai  analytique  sur  la  Richesse  et  sur 
rimpdt,  1767,  p.  285. 

^"L'6change  consider^  dans  la  rapport  direct  et  absolu  de  chaque 
homme  i  ses  divers  besoins  est  un  troc  d'une  chose  superflue  centre 
celle  dont  il  a  besoin,  ou  d'une  chose  qui,  sans  etre  superflue,  est 
Tobjet  d'un  besoin  inferior  ...  II  n'en  est  pas  de  meme  de  la 
protection,  qui  est  un  objet,  de  besoin  incommunicable.  ...  La 
protection,  qui  doit  etre  achet6e  par  deux  hommes  dont  Tun  est  beau- 
coup  plus  riche  que  Tautre,  a  une  valeur  tres  diff^ente  pour  chacun 
d'eux,  parcequ'elle  n'est  qu'en  raison  du  rang  que  tient  le  besoin 
de  cet  objet  dans  I'ordre  particulier  et  respectif  de  leurs  besoins; 
consequemment,  le  riche,  qui  possMe  tons  les  objets  de  besoin  sa- 
p^rieurs  et  inf^ieurs  i  celui  de  la  protection,  s'il  donne  la  plus 
grande  partie  des  objets  inf^ieurs  i  celui-la,  aura  tou jours  fait  un 
echange  plus  avantageux  que  Thomme  qui,  poss6dant  tr^  peu  d'ob- 
jets  de  besoin  inf6rieurs  i  la  protection,  les  donnerait  tons  en 
^change  de  cet  objet  de  besoin."    Ihid.,  pp.  289-290.    "La  protection 
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really  injects  into  his  idea  of  benefit  the  conception  of 
sacrifice,  and  that  he  is  able  to  save  the  situation  only 
by  an  interpretation  of  benefit  which  really  abandons  the 
entire  contention.  We  should,  therefore,  scarcely  be 
tempted  to  agree  with  those  who  assert  that  Graslin  un- 
derstood the  subject  better  than  any  one  else  in  the  eigh- 
teenth century.  ^^ 

Montesquieu's  views  are  accepted  in  part  by  Rousseau 
when  he  says  that  in  levying  taxes  we  must  consider  "le 
rapport  des  usages,  c'est-a-dire,  la  distinction  du  neces- 
saire  et  du  superflu.  Celui  qui  n'a  que  le  simple  neces- 
saire  ne  doit  rien  payer  du  tout ;  la  taxe  de  celui  qui  a  du 
superflu  pent  aller  au  besoin  jusqu'a  la  concurrence  de 
tout  ce  qui  excede  son  necessaire."^^  Rousseau  proceeds 
to  demolish  the  argument  that  according  to  one's  station 
in  life,  what  is  superfluous  to  one  is  necessary  to  an- 
other.^^  Rousseau's  chief  defense  of  progressive  taxa- 
tion, however,  rests  as  we  have  seen,  on  a  quite  different 
argument.^* 

Montesquieu's  theory  had  a  very  wide  influence  on  the 
thought  of  his  time.  His  doctrine  was  accepted,  for  in- 
stance, by  the  Chevalier  de  Jancourt,  the  author  of  the 
article  on  taxation  in  Diderot's  Encyclopedia.     Jancourt 

varie  dans  sa  valeur  relativement  aux  objets  de  besoin."  Graslin,  op. 
cit,  p.  291  .  .  .  "La  loi  generale  de  Timpot  est  qu'il  doit  augmenter 
dans  une  proportion  toujours  croissante  de  Taisance  du  contribuable ; 
c'est-a-dire  qu'il  doit  etre  plus  que  double,  si  I'aisance  est  double." 
Ibid.,  p.  305. 

""La  progressivit^,  qu'il  a  mieux  comprise  et  mieux  exposee  que 
personne  au  dix-huitieme  si^cle.  Lichtenberger,  Le  Socialisme  au 
DiX'huitiime  Siicle,  1895,  P-  320.  Desmars  recognizes  the  hiatus  in 
Graslin's  logic,  which,  however,  he  simply  qualifies  as  "chose  sin- 
guliere."    Desmars,  Un  Pricurseur  d'Adam  Smith,  etc.,  p.  134. 

^  Rousseau,  Discours  sur  VOeconomie  Politique,  1758,  p.  60. 

""Cest  un  mensonge:  car  un  grand  a  deux  jambes  aussi  qu'un 
bouvier,  et  n'a  qu'un  ventre  non  plus  que  lui."    Ibid.,  p.  60. 

"See  above,  pp.  192-194. 
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confesses  that  from  the  point  of  view  of  the  benefit  theory 
everyone  secures  the  same  advantages  from  government 
Notwithstanding  that  fact,  however,  he  demands  progres- 
sion in  very  much  the  same  terms  as  Montesquieu.** 
After  quoting  Montesquieu  he  proceeds : 

"Such  a  tax  which  would  impinge  by  steps  of  five,  ten, 
thirty,  fifty  louis  on  the  frivolous  expenses  of  every  fam- 
ily in  easy  circumstances,  and  which  would  cause  a  restric- 
tion of  their  expenses  in  proportion  to  the  easiness  of  their 
circumstances,  would  suffice,  together  with  current  reve- 
nues, to  defray  all  the  expenditures  of  government,  as  well 
as  the  outlays  for  a  just  war,  without  the  laborer's  ever 
hearing  anything  about  it  except  in  the  public  prayers."** 

Tifant  de  la  Noue  favors  progression  for  much  the 
same  reason.  "It  is  not  enough,"  says  he,  "for  the  citizen 
to  have  the  right  of  possession.  He  must  also  be  pro- 
tected in  his  right  of  enjoyment.**^  The  protection  of  the 
sovereign  is  due  especially,  in  his  opinion,  "to  those  whose 

""Cette  tax  est  encore  admissible  pourvu  qu'elle  soit  proportion- 
nclle,  et  qu'elle  charge  dans  une  proportion  plus  forte  les  gens  aises 
en  ne  portant  point  du  tout  sur  la  demicre  dasse  du  peuple.  Quoique 
tons  les  sujets  jouissent  egalement  de  la  protection  du  gouvemc- 
ment,  de  la  surete  qu'il  leur  procure,  I'in^galit^  de  leurs  fortunes 
et  des  avantages  qu'ils  en  retirent,  veut  que  les  impositions,  viennent 
pour  parler  ainsi  en  progression  geometrique,  deux,  quatre,  huit, 
seize,  sur  les  ais^s;  car  cet  impot  ne  doit  pas  s'etendre  sur  le  n6- 
cessaire." — ^Jancourt,  article  "Impot"  in  the  Encyclopidie, 

""Tel  impot  qui  retrancherait  par  an  cinq,  dix,  trente,  dnquante 
louis  sur  les  depenses  fri voles  de  chaque  famille  ais^,  et  cette  re- 
tranchement  fait  k  proportion  de  Taisance  de  cette  famlUe,  suffirait 
avec  les  revenus  courans  pour  rembourser  les  charges  de  Tetat  ou 
pour  les  frais  d'une  juste  guerre,  sans  que  le  laboureur  en  entendit 
parler  que  dans  les  prieres  publiques." 

*^  "Ce  n'est  point  assez  pour  le  dtoyen  d'avoir  le  droit  de  poss^der ; 
il  faut  encore  qu'on  le  maintienne  dans  la  liberty  de  jouir."  Tifant 
de  la  Noue,  Reflexions  philosophiques  sur  l*Imp6t.  oi^  fon  discute 
les  Principes  des  Bconomistes  et  oi^  Von  indique  un  Plan  de  Per- 
ception Patriotique,  accompagnS  des  Notes,  1775.  See  Lichtenber- 
gtVfLe  Socialisme  au  XVIII  siicle.  p.  322. 
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genius  is  their  sole  capital,  and  who  have  only  this  means 
of  assuring  their  subsistence  by  the  duties  which  they  levy 
on  the  whims  of  the  land  owners  and  the  capitalists.^® 
His  practical  proposals  are  summed  up  as  follows :  A  pro- 
gressive duty  on  articles  of  food,  according  as  they  are  to 
be  put  in  the  category  of  necessities  or  of  luxuries ;  a  simi- 
lar progressive  duty  on  all  other  commodities ;  a  progres- 
sive poll  tax  arranged  in  the  same  way ;  and  a  tax  on  that 
part  of  fixed  property  which  is  nothing  but  luxury  or  ex- 
treme wealth.  "For,"  says  Tiffant,  "a  tax  on  solid  and 
fixed  incomes  appears  to  me  to  be  the  best  kind  of  profits 
on  which  to  impose  the  burden."^* 

As  we  approach  the  Revolution,  we  see  Montesquieu's 
influence  extend  more  widely.  It  is  true,  as  we  have 
learned  above,^^  that  most  of  the  cahiers  advocate  propor- 
tional taxation.  We  find,  however,  the  progressive  prin- 
ciple proclaimed  in  two  cases.  In  one  of  these  it  is  stated 
that  taxation  according  to  faculty  means  that  double  com- 
fort implies  a  double  impost.*^  In  the  other  it  is  stated 
that  taxation  ought  to  be  arranged  not  proportionally,  but 

"  "A  ceux  dont  le  g6nie  est  runiqtie  capital,  qui  n'ont  que  ce  moyen 
pour  assurer  leur  subsistance  par  les  droits  qu'ils  pr^l^ent  sur  les 
fantaisies  des  possesseurs  des  terres  et  sur  celles  des  capitalistes." 

**"Un  droit  progressif  sur  les  denr^es,  en  raison  de  leur  approxi- 
mit6  du  besoin  on  du  luxe;  un  droit  dans  une  progression  pareille 
sur  tous  les  autres  objets;  une  capitation  progressive  dans  la  meme 
raison;  un  impot  sur  la  partie  des  immeubles  qui  n'est  que  luxe  ou 
richesse  decid6e;  une  taxe  sur  les  rentes  solides  et  fixes  me  parais- 
sent  les  profits  les  plus  robustes  sur  lequels  puisse  rouler  Timpot" 

For  a  similar  defense  of  progressive  taxation  in  the  works  of 
Helvetius  and  Rabelleau,  see  Lichtenberger,  op,  cit,  pp.  264,  401. 

-P.  207. 

""L'impot  sur  les  personnes  sera  ^abli  et  reparti  eu  egard  k 
leurs  facult^s  de  mani^re  que  celui  qui  a  le  double  de  Taisance  paie 
le  triple  des  impositions  des  aises  de  sa  classe  et  ainsi  de  suite." 
Cahier  du  Tiers-Etat  de  Renne.  See  Gomel,  Histoire  Financiire 
de  VAssemhUe  Constituante,  i8p6,  i,  p.  120. 
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according  to  the  relative  sacrifices  that  people  are  called 
upon  to  make.*^ 

Among  the  pamphleteers  of  the  Revolution  itself,  the 
defenders  of  progressive  taxation  were  more  numerous. 
Perhaps  the  most  prominent  of  these  was  Grosselin.*'  Gros- 
selin  is  discussing  the  single  tax  of  the  "Economistes." 
He  confesses  that  it  might  be  a  good  thing  to  have  equal- 
ity in  wealth ;  but  in  default  of  that  we  must  at  least  tax 
the  rich  on  their  luxuries  and  expenses.^*  The  practical 
method  of  accomplishing  this  is  to  divide  the  population 
into  ten  classes  according  to  their  wealth,  and  to  tax  the 
first  class  one-fiftieth,  the  second,  one-fifty-fifth  and  so 
on  ad  infinitum. 

Other  upholders  of  the  progressive  principle  on  the 
same  ground  were  Deverite  and  Du  Foumey  de  Villiers. 
Deverit^  gives  a  sharp  criticism  of  modem  society,  and 
paints  in  lurid  colors  the  unhappy  lot  of  the  workman  who 
is  a  "mulet  des  armees."  He  pays  more  taxes  than  the 
rich,  and  yet,  taxes  ought  to  be  in  an  ascending,  growing 
ratio  to  wealth,  and  should  increase  with  the  d^jee  of 

""La  r^rtitioii  (dc  Timpot)  doit  ctre  faitc  de  mani^e  que  le 
pauvre  paie  pen,  rhomme  ais6  d'avantage,  et  le  riche  beaucoup,  non 
seulement  stir  une  r^le  proportion6e,  mais  en  raison  combin^e  des 
sacrifices  que  chacun  peut  faire  sans  nuire  a  ses  besoins."  Cahier  du 
Baillage  de  Brian  le  Vigan.  See  Lichtenberger,  Le  Socialisme  et 
la  Rh/oluHon  Frangaise,  1899,  p.  26.  Cf.  Rouviire,  Histoire  de  la 
RSvolution  Frangaise  dans  le  Department  du  Card,  1887,  i,  p.  478. 
Also  De  Retz  de  Serviez,  op.  cit.  p.  73. 

"Gosselin,  Rifiexions  d'un  Citoyen  addressies  aux  Notables  sur 
la  Question  proposies  par  un  grand  Roi  (Frederic  II)  -"En  quoi 
consiste  le  bonheur  des  peuples  et  quels  sont  les  moyens  de  le  pro- 
curer"* ou  sur  cette  autre:  Ifou  vient  la  miskre,  et  quels  sont  les 
moyens  d*y  remid'xerf  Paris,  1787.  Cf,  Lichtenberger,  Le  Social- 
isme Utopique,  1898,  pp.  150-151,  and  Le  Socialisme  au  XVIIIe 
Siicle.     1895,  pp.  434-440. 

**"Ce  serait  bon  si  tous  les  biens  se  trouvaient  ^galement  par- 
tag^.    II  faut  done,  en  attendant,  tacher  de  faire  tomber  sur  les 
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superfluity;  for  wealth  augments  indefinitely,  at  the  ex- 
pense of  those  that  have  little.*^ 

De  Fourney  de  Villiers  attacks  the  present  distribution 
of  wealth,  and  suggests  a  new  method  of  classifying  peo- 
ple according  to  their  property.  According  to  this  dis- 
tribution he  thinks  the  poor  of  every  order,  far  from 
paying,  would  have  the  right  of  abatement.  Those  who 
have  only  enough  for  the  necessaries  of  life  would  nei- 
ther pay  nor  receive  anything,  since  the  real  wants  do  not 
grow  in  proportion  to  one's  superfluities.  If  the  people  in 
easy  circumstances  are  held  to  pay  one-twentieth,  the  rich 
ought  to  pay  two  and  one-half  fold,  the  opulent  fivefold 
and  those  who  are  bursting  with  wealth,  tenfold.^*  As 
this  division  is,  however,  impossible,  he  contents  himself 
with  the  demand  that  the  wealthy  pay  most  of  the  taxes. 

Progression  is  advocated  also  by  Le  Peletier  de  Saint- 
Fargeau,^^  and  by  Camot^®  in  his  Plan  d'Education  No- 
tionale,  as  well  as  by  Noilliac,  although  for  another  rea- 


riches  la  plus  grande  partie  de  Timpot,  ce  qui  ne  peut  avoir  lieu  qu'en 
imposant  ce  qui  sert  i  leur  luxe  et  leur  consommation/' 

**  "Les  impots  devraient  etre  en  proportion  geometrique  ascendante 
avec  les  fortunes  et  croitre  avec  les  degres  du  superflu."  "L'opu- 
lence  s'accroit  indefiniment  aux  d^pens  de  ceux  qui  ont  peu."  Deve- 
rit6.  La  vie  et  les  DoUances  d'un  pauvre  Diable  pour  servir  de  ce 
qv^on  voudra  aux  prochains  Btats — Giniraux,  1789.  Cf.  Lichten- 
berger,  Le  Socialisme  et  la  RH/olution  Frangaise,  p.  38. 

■•  "Selon  cette  distribution  les  pauvres  de  tout  ordre,  loin  de  payer, 
auraient  droit  i  des  soulagements.  Ceux  qui  n'ont  que  le  ntossaire 
ne  paieraient  ni  ne  recevraient,  et  comme  les  besoins  r^ls  ne  crois- 
sent  point  en  raison  du  superflu  si  les  gens  ais6s  devaient  payer  un 
vingti^me,  les  riches  en  devraient  payer  deux  et  demi,  les  opulent 
cinq,  les  regorgeants  dix."  Du  Fourney  de  Villiers,  Cahier  du 
Quatriime  Ordre,  1789.    Quoted  in  Lichtenberger,  op.  cit,  p.  39. 

"  Lichtenberger,  op.  cit,  p.  197. 

'*  Correspondence  ghUrale  de  Carnot,  published  by  E.  Charavay, 
1892,  i,  p.  187;  quoted  in  Lichtenberger,  op.  cit.  p.  126. 

■•  See  above,  p.  197,  Lichtenberger,  Le  Socialisme  au  XVIIIe  Siicle, 
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Montesquieu's  ideas  spread  also  to  Germany,  where  we 
find  several  writers  at  least  positing  the  question  of  pro- 
gressive taxation,  even  if  they  did  not  defend  it.  Thus 
Justi  cites  the  statement  of  Montesquieu  as  to  the  Athe- 
nian progressive  tax,  and  after  comparing  the  prc^^ressive 
scale  with  the  then  usual  practice,  adds,  "Ich  uberlasse  den 
Lesem  zu  urtheilen  welche  Grundsatze  am  richtigsten 
sind."*^  So,  also,  Scheidemantel  quotes  Montesquieu 
approvingly,**  and  Struensee  advances  the  same  idea. 
Proportional  taxation,  he  tells  us,  does  not  impose  the 
same  burden,  for  if  we  take  away  30  units  from  A,  who 
has  300  units  of  income,  and  if  we  take  away  300  from  B 
who  has  3,000  units  of  income,  we  impose  a  very  unequal 
sacrifice  on  them.  The  one  has  not  enough  to  eat,  and  the 
other  perhaps  gives  up  a  few  pleasure  trips.  Where  is  the 
justice  in  this?** 

p.  322,  note  3  quotes  another  earlier  pamphlet  in  defense  of  the  pro- 
gressive principle:  Mimoire  sur  une  nouvelle  Imposition  itablissant 
que  VImpdt  doit  tomher  sur  le  superfiu  et  non  sur  le  Nicessavre  ab- 
solu." 

*  Justi,  Staatswirthschaft,  1755,  pp.  5-6. 

""Athen  beurteilte  die  Auflagen  nach  geometrischen  Verhaltnis- 
sen,  andere  Nationen  haben  das  arithmetische  Mass  yorgezogen :  ich 
wurde  zwar  den  Gebrauch  der  Athenienser  fur  besser  halten— etn 
Reicher  kann  weit  leichter  dreissig  von  Hundert  als  der  Diirftige, 
ftinf  vom  Hundert  entbehren."  Justi,  Staatsrecht  nach  der  Ver- 
nunft,  1770,  pp.  2.267." 

""Wo  blebit  nun  die  Gerechtigkeit?  Jener  kann  sich  nicht  mefar 
satt  essen,  dieser  stellt  vielleicht  jahrlich  ein  paar  Lustreisen  em." 
K.  A.  V.  Streuensee,  "Ueber  die  Mittel  eines  Staats  bei  ausseror- 
dentlichen  Bedurfnissen,  und  besonder»  in  Kriegszeiten,  Geld  zu 
erhalten."  In  Abhandlungen  Uber  wichtige  Gegenstdnde  der  Stoats- 
wissenschaft,    1800.    Pp.  212-13. 
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B.    The  Nineteenth  Century. 
French  Writers, 

Very  much  the  same  ideas  were  developed  in  the  nine- 
teenth century.  Among  the  earliest  of  the  French  wri- 
ters was  the  economist,  Montyon.  Montyon  holds  that 
not  only  must  the  sum  necessary  to  existence  be  exempt, 
but  the  revenue  which  is  devoted  to  the  satisfaction  of 
wants  not  far  removed  from  necessities,  must  be  very 
lightly  taxed ;  while  fortunes  whose  product  exceeds  what 
is  necessary  both  for  necessaries  and  for  comforts  belong 
in  far  greater  part  to  the  state.  ^  Montyon  pleads  in 
especial  for  a  diminution  of  the  rate  in  favor  of  fathers 
of  large  families. 

The  most  celebrated  French  advocate  of  progressive 
taxation  in  the  nineteenth  century,  however,  is  J.  B.  Say. 
Say  maintains  that  taxation  is  a  sacrifice  made  to  public 
order;  but  public  order  cannot  demand  the  sacrifice  of 
whole  families.  Hence,  the  minimum  of  subsistence  must 
be  spared.  When  \Ye  go  beyond  that,  Say  confesses  that 
uncertainty  begins.  The  line  that  separates  superfluities 
from  necessities  is  not  fixed,  but  relative.  "All  that  we 
know  is  that  after  a  certain  point  there  is  in  every  income 
an  imperceptible  progression,  so  that  a  family  can  satisfy 
ever  less  necessary  wants,  until  the  wants  become  almost 

*"Non  seulement  Timpot  personnel  ne  doit  point  morceler  ce  qui 
est  absolument  n^cessaire  i  la  subsistance  du  contribuable ;  mais 
par  tine  suite  de  ce  principe,  il  doit  etre  gradu^  dans  une  telle  pro- 
portion de  la  fortune,  qu'un  revenu  qui  ne  fournit  que  quelques  dou- 
ceurs d'existence  si  proches  des  besoins  qu'elles  peuvent  se  confondre 
avec  eux,  et  que,  sans  elles,  Texistence  serait  un  mal  plutot  qu'un 
bien,  ne  soit  grev^  que  d'un  impot  tres  16ger,  si  toutefois  il  en  doit 
supporter  aucun;  un  revenu  qui  conf^e  une  plus  grande  aisance 
doit  etre  plus  fortement  impost;  et  dans  une  grande  fortune,  les 
produits  qui  excident  ce  qu'exigent  les  besoins  et  Taisance,  peuvent 
en  tr^s  grande  partie  etre  consacr^s  aux  besoins  de  TEtat"    Mon- 
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unfelt."*  Say  gives  the  classic  example  of  two  families 
with  300,000  and  300  francs  income  respectively.  A  pro- 
portional tax  of  ten  per  cent  would  leave  the  one  family 
270,000  income,  which  would  scarcely  affect  the  satisfac- 
tion of  its  wants  at  all ;  but  it  would  leave  the  other  fam- 
ily only  270  francs,  and  thus  rob  it  of  the  necessary  means 
of  existence.  "A  tax  which  is  simply  proportional  to  in- 
come would  hence  be  far  from  just.  I  shall  go  further 
and  shall  not  hesitate  to  say  that  the  progressive  tax  is  the 
only  just  tax."*  In  another  work,  after  stating  that  the 
protective  theory  logically  leads  to  proportional  taxation, 
he  asks :  "Is  not  a  simple  proportional  tax  heavier  for  the 
poor  than  for  the  rich?  Ought  the  man  who  earns  only 
enough  to  feed  his  family  to  be  taxed  in  exactly  the  same 
proportion  as  the  man  who,  because  of  his  ability,  his  orig- 
inal capital  or  his  landed  property,  earns  enough  not  only 
to  defray  all  the  expenses  of  a  luxurious  life,  but  who,  in 
addition,  yearly  adds  to  his  capital  ?  Do  you  not  find  in 
this  demand  something  that  shocks  your  feeling  of  jus- 

tyon,  Quelle  Influence  ont  les  diverses  Esp^ces  d'ltnpSts  sur  la  Mo- 
raliti,  I'ActiviU  et  flndustrie  des  Peuples,  i8oa  In  MSlanges  (FEco- 
nomie  Politique  (Guillaumin's  Collection  des  principaux  Bcono- 
mistes)  ii  (1848),  p.  391. 

■"Tout  ce  qu'on  sait,  c'est  que  les  revenus  d'un  homme  ou  d'une 
famille  peuvent  etre  modiques  au  point  de  ne  pas  suffire  i  leur  ex- 
istence, et  que  depuis  ce  point  jusqu'^  celui  ou  ils  peuvent  satisfaire 
k  toutes  les  sensualit^s  de  la  vie,  i  toutes  les  jouissances  du  luxe  et 
de  la  vanite,  11  y  a  dans  les  revenus  une  progression  imperceptible,  et 
telle  qu'i  chaque  deg^^,  une  famille  pent  se  procurer  une  satisfaction 
tou jours  un  peu  moins  n^cessaire,  jusqu'aux  plus  futile  qu'on  puisse 
imaginer;  tellement  que  si  Ton  voulait  asseoir  Timpot  de  chaque  fa- 
mille, de  mani^e  qu'il  fut  d'autant  plus  16ger  qu'il  portat  sur  un 
revenu  plus  n^cessaire,  il  faudrait  qu'il  diminuat,  non  pas  simplement 
proportionnellement  mais  progressivement"  J.  B.  Say,  Traiti 
d'  Economie  Politique,  1803,  book  iii,  chap,  ix ;  8th  ed.,  1876,  p.  548. 

*"0n  voit  done  qu'un  impot  qui  serait  simplement  proportionnel 
au  revenu  serait  loin  cependant  d'etre  Suitable  .  .  .  J'irai  plus 
loin,  et  je  ne  craindrai  pas  de  prononcer  que  I'impot  prog^essif  est 
le  seul  Equitable."    Ibid,,  p.  549. 
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tice?"*  In  other  words,  Say  bases  his  demand  for  pro- 
gressive taxation  on  the  theory  of  sacrifice. 

Since  Say,  but  few  French  writers  have  until  very  re- 
cently advocated  progression.  Those  that  have  done  so 
have,  however,  generally  been  overlooked.  Let  us  take 
them  up  in  their  historical  order. 

Esmenard  du  Mazet  defends  progressive  taxation  on 
the  express  ground  that  every  citizen  must  make  an  equal 
sacrifice,  that  is,  a  sacrifice  which  will  make  them  all 
equally  feel  the  privation  imposed  upon  them  by  the  tax. 
"The  possessor  of  20,000  francs  income  who  is  taxed 
2,000  francs,  is  less  affected  by  the  tax  than  he  who  with 
1,000  francs  pays  100.  Otherwise  we  would  have  to  ad- 
mit that  all  our  wants  were  equally  urgent.*^  More  re- 
cently the  Belgian  economist  Denis  has  takfen  a  similar  po- 
sition, although  he  maintains  that  the  contest  between  the 
principles  of  proportion  and  progression  is  interminable 
as  long  as  there  exists  an  inequality  in  wealth.® 

The  most  subtle  attempt  to  prove  that  the  sacrifice  the- 
ory leads  to  progressive  taxation  was  made  by  Fauveau, 
who  applies  the  mathematical  method.  Fauveau,  we  re- 
member, maintained  that  even  from  the  standpoint  of 
benefits  taxation  must  be  progressive.*^  But  the  equality- 
of-sacrifice  theory,  in  his  opinion,  leads  to  the  same  result. 

*J.  B.  Say,  Cours  Complet  d'^conomie  Politique  Pratique,  1829, 
part  viii,  chap,  iv;  Brussels  ed.  (1844),  p.  495. 

•"Tous  les  citoyens  doivent  faire,  dans  Tint^ret  de  la  chose  pub- 
lique  un  sacrifice  ^gal,  c'est  a  dire  qui  leur  fasse  egalement  sentir 
la  privation  que  ce  devoir  impose  .  .  .  Ainsi  done,  et  le  sentiment 
int6rieur  et  Texp^rience  sont  d'accord  pour  nous  faire  adopter  dans 
le  repartition  de  Timpot  une  autre  base  que  la  simple  proportion  de 
la  fortune."  Camille  Esmenard  du  Mazet,  Nouveaux  Principes 
d'^conomie  Politique,  1849,  ii,  p.  283. 

•"Je  consid^re  I'opposition  des  deux  tendances  comme  indefec- 
tible aussi  longtemps  que  subsistera  I'in^alit^  des  richesses."  H. 
Denis,  L'ImpSt,  1889,  pp.  89-91. 

*  Above,  p.  202. 
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The  moral  sacrifice  imposed  on  individuals  by  taxation, 
does  not  depend  alone,  he  thinks,  on  the  amount  of  money 
taken.  The  loss  of  the  same  sum  of  money  is  far  more 
burdensome  to  the  poor  than  to  the  rich,  because  in  the 
first  case  it  trenches  on  necessities,  in  the  second  on  super- 
fluities. Hence  the  moral  value  of  a  man's  fortune  does 
not  increase  as  fast  as  its  mathematical  value.®  The 
moral  value  of  a  given  amount  of  property  may  be  con- 
sidered a  function  of  its  mathematical  value,  a  f tmction 
which  increases  less  rapidly  than  the  variable.  The  moral 
sacrifice,  hence,  is  the  diflference  between  the  moral  value 
of  a  man's  fortune  before  the  pa)rment  of  the  tax  and 
after  its  pa3rment.  Great  mathematicians  like  Laplace 
and  Poisson  have  shown  that  the  moral  increase  of 
wealth  may  be  deemed  proportional  to  its  mathematical 
increase  and  inversely  as  the  total  value  of  the  fortime, 
whenever  this  increase  is  infinitely  small.  Hence  taxation 
based  on  equality  of  sacrifice  must  be  progressive,  al- 
though the  rate  of  progression  must  be  less  than  in  the 
case  of  taxation  looked  upon  as  an  insurance  premium.^ 

*  "La  perte  d'une  meme  somme  d'argent  est  beaucoup  plus  p^nxble 
pour  le  pauvre  que  pour  le  riche,  parcequ'au  premier  c'est  Ic  nfces- 
saire,  au  second  c'est  superflu  qui  se  trouve  enlevd.  On  compren- 
dra  ais^ent  qu'en  cons^uence  de  cette  v6rit6  la  fortune  d'un  homme 
n'a  pas  pour  lui  une  valeur  morale  qui  croisse  aussi  vite  que  sa  va- 
leur  math^matique,  tout  accroissement  de  bien  ^gal  diminuant  de 
valeur  alors  qu'il  rapporte  des  choses  de  moins  en  moins  n^cessaires." 
Fauveau,  Considirations  Mathimatiques  sur  la  Tkiorie  de  PlmpSt, 

1864,  p.  33. 

*  "On  pent  done  considfrer  la  valeur  du  bien  d'un  individu  comme 
une  fonction  de  la  valeur  math^natique  de  ce  bien,  fonction  qui  croit 
moins  rapidement  que  la  variable  .  .  .  Le  sacrifice  moral  impost  a 
chacun  c'est  la  diff^ence  de  la  valeur  de  la  fortune  de  I'individu  avant 
le  payement  de  I'impot  et  apr^  .  .  .  L'accrobsement  moral  de  la 
fortune  pent  etre  con8id6:6  comme  proportionnel  i  son  accroissement 
math^matique  et  en  raison  inverse  de  la  valeur  totale  de  la  fortune, 
toutes  les  fois  que  cet  accroissement  est  infiniment  petit  .  .  .  A  ce 
point  de  vue  rimp6t  doit  etre  progressif."    Ibid,,  pp.  35  and  41. 
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The  exact  rate  is  expressed  by  Fauveau  after  several 
pages,  filled  with  operations  in  differential  calculus,  in  a 
formula  two  lines  long,  which  it  is  not  necessary  to  repro- 
duce here. 
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C.     The  English  Writers. 

The  English  writers  have  hitherto  been  ahnost  en- 
tirely neglected  by  the  historians  of  public  finance.  The 
earliest  advocacy  of  progression  resting  on  faculty,  is  to 
be  found  in  the  writings  of  a  celebrated  divine,  Dr.  Paley. 
He  lays  down  his  views  in  the  following  words :  "A  tax,  to 
be  just,  ought  to  be  accurately  proportioned  to  the  circum- 
stances (or  more  correctly  perhaps  to  the  amoimt  of  the 
property)  of  the  persons  who  pay  it.  But  upon  what,  it 
might  be  asked,  is  this  opinion  founded,  unless  it  could 
be  shown  that  such  a  proportion  interferes  the  least  with 
the  general  conveniency  of  subsistence?  Whereas,  I 
should  rather  believe,  that  a  tax  constructed  with  a  view 
to  that  conveniency,  ought  to  rise  upon  the  different 
classes  of  the  community  in  a  much  higher  ratio  than  the 
simple  proportion  of  their  incomes.  The  point  to  be  re- 
garded is  not  what  men  have,  but  what  they  can  spare; 
and  it  is  evident  that  a  man  who  possesses  f  i,ooo  a  year 
can  more  easily  give  up  f  lOO  than  a  man  with  f  lOO  can 
part  with  fio;  that  is,  those  habits  of  life  which  are 
reasonable  and  innocent,  and  upon  the  ability  to  continue 
which  the  formation  of  families  depends,  will  be  much 
less  affected  by  the  one  deduction  than  by  the  other.  It 
is  still  more  evident  that  a  man  of  £ioo  a  year  would  not 
be  so  much  distressed  in  his  subsistence  by  a  demand 
from  him  of  £io,  as  a  man  of  £io  a  year  would  be  by  the 
loss  of  £i.**^  Paley  then  goes  on  to  discuss  whether 
"the  simple,  the  duplicate,  or  any  higher  or  immediate 
proportion  of  men's  incomes,"  is  the  real  ideal. 

The  same  idea  is  also  worked  out  by  the  English  so- 


*  Paley,  Elements  of  Political  Knowledge,  chap,  xi,  sec  iv,  'Taxa- 
tion."   In  his  collected  works,  ed.  1830,  iii,  p.  5". 
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cialistic  physician,  Charles  Hall,  at  the  beginning  of  the 
nineteenth  century.  The  present  method  of  taxation,  ac- 
cording to  Hall,  is  not  justly  proportioned.^  "We  have 
observed,"  says  he,  "that  the  present  mode  is^ — if  a  person 
of  one  hundred  pounds  a  year  pays  ten  pounds,  a  man  of 
one  thousand  pays  one  hundred  pounds  a  year.  In  this 
case  the  former  gives  up  something  highly  useful  if  not 
necessary  to  his  family,  whilst  the  latter  gives  up  nothing 
but  what  is  in  a  much  less  degree  useful,  and  bordering 
on  such  as  are  superfluous.  What  a  man  of  ten  thous- 
and a  year  gives  up  is  in  a  still  less  degree  useful,  and 
approaching  still  nearer  to  what  is  superfluous.  It  would 
be  desirable  that  the  part  each  rich  man  should  pay 
toward  the  taxes  should  be  r^^atcd  by  some  gradually 
increasing  series ;  to  increase,  for  instance,  as  the  squares 
of  the  income  of  each  person,  or  in  some  arithmetical  or 
geometrical  proportion;  this  would  entirely  prevent  any 
arbitrary  and  partial  assumptions,  as  is  the  case  at  pres- 
ent, where  it  is  evidently  in  favor  of  the  rich,  apd  that  in 
a  greater  ratio  as  they  are  more  rich."  Hall  proceeds  to 
point  out  that  such  a  tax  would  really  be  no  grievance, 
but  would,  on  the  contrary,  bring  a  far  greater  equality. 

A  fuller  exposition  of  the  doctrine  is  contained  in  the 
work  of  Craig,  who  is  the  first  English  writer  to  devote 
a  separate  volume  to  problems  of  public  finance.  Al- 
though Craig  sometimes  uses  language  that  seems  to  im- 
ply the  give-and-take  theory,  his  defense  of  progression 
is  based  primarily  on  the  equality-of-sacrifice  doctrine. 
Thus  he  says :  "The  taxes  which  each  inhabitant  pays  to 
the  state  consist  of  the  quantity  of  enjoyment  of  which  he 
is  deprived.    ...    It  seems  reasonable  that  the  portion 

*  Charles  Hall,  The  Effects  of  Civilisation  on  the  people  in  Euro- 
pean States,  1807.  The  above  quotations  are  made  from  the  2nd  edi- 
tion, 1813,  pp.  206  ei  seq. 
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of  enjo)rments  so  3delded  by  individuals  should  correspond, 
to  that  which  they  respectively  retain."*  Craig  divides 
all  enjoyments  into  three  classes:  necessaries,  gratifica- 
tions and  superfluities.  After  a  lengthy  examination  of 
the  privations  occasioned  to  individuals  by  the  diminu- 
tion of  each  of  these  various  classes,  he  concludes  that 
"taxes,  if  proportioned  to  wealth,  occasion  more  severe 
privations  to  the  poor  than  to  the  rich,"  and  that  "the 
proportion  of  the  public  burdens  laid  on  each  individual 
ought  to  increase  in  a  quick  progression,  according  to 
his  wealth."*  Craig  also  attempts  to  prove  that  the 
state  is  compelled  to  assume  certain  expenditures  directly 
traceable  to  the  demands  of  the  wealthy,  and  that  hence 
the  "pre-eminently  wealthy"  ought  to  pay  more  than  in 
proportion  to  their  wealth.  This,  however,  is  plainly 
the  give-and-take  theory,  and  therefore  open  to  some 
question ;  and  Craig  is  in  the  main  content  to  base  his  de- 
mands for  progression  on  the  theory  of  privation  of  en- 
joyments of  equality  of  sacrifice.  Later  on,  he  applies 
the  theory  of  "sacrifice  of  enjo)mients"  not  only  to  what 
he  calls  the  principle  of  "gradation"  of  the  tax,^  but  also 
to  what  is  generally  known  as  the  principle  of  differen- 
tiation, making  a  distinction  in  the  rate  according  to  the 
source  whence  the  income  is  derived.  Proportional  tax- 
ation on  all  income  would  be  grossly  unequal.  The  ine- 
quality, he  thinks,  may  be  mitigated,  not  only  by  pro- 
gressive taxation,  but  "by  making  the  rate  depend  partly 
on  property  and  partly  on  income,"*,  e.,  by  capitalizing 

•  John  Craig,  Elements  of  Political  Science,  1814,  11,  p.  264. 

*/W(/.,  11,  pp.  270,  279. 

'  In  discussing  the  first  maxim  of  Adam  Smith,  he  introduces  the 
"important  modification"  by  the  assertion  "that  according  to  justice 
as  well  as  expediency,  the  proportion  which  the  taxes  bear  to  the 
property  of  each  contributor  ought  to  increase  progressively  accord- 
ing to  the  wealth."    Ibid,,  iii,  p.  5. 
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the  income.^  Craig,  however,  sees  that  even  these  ar- 
rangements would  not  bring  about  a  complete  equality 
of  sacrifice.  "Sources  of  inequality  would  still  remain 
in  the  state  of  health  of  the  contributor,  in  the  probability 
of  his  emplo)mient  being  permanent,  and  in  the  various 
risks  to  which  commercial  speculations  are  necessarily, 
though  very  unequally,  exposed." 

Buchanan,  the  acute  commentator  of  Adam  Smith,  was 
also  in  favor  of  progressive  taxation,  and  for  very  much 
the  same  reason.  He  tells  us :  "The  injustice  of  fixing  a 
common  rate  of  contribution  for  all  incomes,  however 
various,  is  sufficiently  obvious;  since  an  income  of  f  10,000 
per  annum  might  pay,  without  any  hardship,  a  proportion 
which,  if  exacted  from  a  smaller  income,  would  force  a 
retrenchment,  not  of  comforts  merely,  but  of  absolute 
necessaries.  The  rate  of  contribution  to  be  equitable 
ought  therefore  to  vary,  gradually  ascending,  imtil  it 
rises  to  its  maximum  among  the  highest  incomes."''^ 

The  most  comprehensive,  and  in  fact  the  only  elaborate 
work  in  English,  devoted  specifically  to  the  income  tax,  is 
that  of  Sayer.®  Sayer  takes  it  for  granted  that  income 
is  the  best  test  of  ability.  "Considering  equality  of  taxa- 
tion to  signify  taxation  in  due  proportion  to  every  one's 
means  and  ability  to  pay,  that  most  just  principle  of  tax- 

•"All  revenue  derived  from  annuities  or  professions  might  be 
brought  to  a  capital,  according  to  the  number  of  years  at  which  the 
life  of  the  annuitant  was  valued,  and  the  tax  might  then  be  levied  on 
this  fictitious  property."    Craig,  op,  cit,  iii,  p.  23. 

'  David  Buchanan,  Observations  on  the  Subjects  treated  of  in  Dr, 
Smithes  Inquiry  into  the  Nature  and  Causes  of  the  Wealth  of  Na- 
tions, 1817,  p.  211. 

*An  Attempt  to  show  the  Justice  and  Expediency  of  substituting 
an  Income  or  Property  Tax  for  the  present  Taxes  or  a  Part  of  them, 
as  Affording  the  most  Equitable,  the  least  Injurious,  and  the  least 
Obnoxious  Mode  of  Taxation,  1833.  It  was  published  anonymously 
but  was  written  by  Benjamin  Sayer.  Cf,  McCulloch,  Literature  of 
Political  Economy,  1845,  p.  339- 
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ation,  it  seems  to  follow  that  income,  which  constitutes 
and  evidences  the  means  to  pay,  is  the  surest  basis  for 
equal  taxation."  Sayer  maintains  that  income  is  far  su- 
perior to  expenditure  as  a  basis  of  taxation,  because  a  tax 
on  income  "admits  practically  of  a  gradation"  or  "grad- 
ually increasing  scale  of  taxation,  according  to  which  the 
rate  of  it  will  become  higher  as  the  means  for  the  contri- 
bution increase."*  Another  advantage  of  the  income 
tax  is  that  it  admits  of  a  proportionate  reduction  to  per- 
sons having  large  families,  "on  the  princiide  that  taxation 
should  be  exacted  in  proportion  to  every  one's  ability  to 
bear  it,  and  as  a  man  with  a  family  to  maintain  is  less  lia- 
ble to  bear  taxation  than  a  man  without  a  family."^^ 
Sayer  defends  the  general  theory  of  "the  graduated  scale 
of  charge"  for  the  reason  "that  the  deduction  which  it 
makes  from  inferior  incomes  occasions  a  deprivation  of 
the  necessaries  of  life,  while  the  deduction  from  large 
incomes  deprives  of  luxuries  only,  or  of  such  conveniences 
or  enjoyments  as  can  be  spared  without  so  much  perso- 
nal distress  and  suffering  as  the  want  of  absolute  necessa- 
ries occasions."^^  He  discusses  some  objections  made  to 
the  principle,  and  although  confessing  that  there  are  cer- 
tain doubts  as  to  the  practicability  of  carrying  out  the 
entire  system  of  graduation,  he  nevertheless  upholds  pro- 
gressive taxation  as  in  the  main  just  and  expedient.  Say- 
er's  whole  discussion  is  noteworthy. 

Several  years  later,  at  the  time  that  the  principles  of 
the  English  income  tax  were  actively  discussed,  progres- 
sive taxation  was  again  demanded.  Buckingham  based 
his  contention  on  the  clause  of  Adam  Smith  that  people 
should  pay  in  proportion  to  their  respective  abilities.  "So 

•  Sayer,  op,  cit„  pp.  3,  4. 
^/W(/.,  pp.  28,  24a 
"JWd.,  p.  219. 


Digitized  by 


Google 


823]  Progressive  Taxation  in  Theory  and  Practice    26t 

long  as  a  man  with  an  income  of  £300,000  a  year  must 
be  more  able  to  pay  thirty  per  cent  of  income  tax  than  a 
man  of  £50  a  year  to  pay  five  per  cent,  so  long  must  the 
graduated  scale  be  considered  more  just  than  a  uniform 
one  for  all  classes."^^  Later  on  he  explains  that  "the 
very  wealthiest  who  paid  the  heaviest  amount  and  the 
largest  proportion  of  their  incomes  would  after  all  be 
least  inconvenienced  by  such  payment,  since  it  is  not  so 
much  the  amount  that  is  contributed  by  them,  as  the  sur- 
plus amount  of  fortune  or  income  still  left  in  their  pos- 
session, which  affects  their  happiness."^* 

Among  recent  writers  Sidg^ick  devotes  some  slight 
attention  to  the  problem.  He  admits  that  the  benefit 
principle,  or  the  fee  principle  as  he  calls  it,  can  be  applied 
to  taxation  only  in  part  if  at  all.^*  The  problem  hence 
arises  as  to  what  is  "the  fundamental  principle  for  the 
distribution  of  the  burden  of  taxation  in  the  narrower 
sense — that  is,  of  the  burden  that  remains  to  be  allotted 
when  the  principle  of  payment  in  proportion  to  service  re- 
ceived has  been  applied  as  far  as  reasonable."  The  an- 
swer in  Sidgwick's  words  is  that  "the  obviously  equitable 
principle — assuming  that  the  existing  distribution  of 
wealth  is  accepted  as  just,  or  not  unjust — is  that  equal  sac- 
rifice should  be  imposed  on  all,  except  so  far  as  it  is 
thought  desirable  to  make  taxation  a  means  of  redressing 
the  inequalities  of  income  that  would  exist  apart  from 
governmental  interference."^^  Sidgwick  regrets  this  ex- 
ception, limiting  it,  however,  by  the  one  proviso  that  the 

''James  S.  Buckingham,  National  Evils  and  Practical  Remedies, 
1849,  p.  351.  C/.  also  the  Financial  Reform  Tracts,  1850,  no.  27,  p.  6. 
The  subject  is  fully  discussed  from  the  same  standpoint  in  another 
work  by  Buckingham,  Plan  of  an  Improved  Income  Tax,  1845,  pp. 

13-25. 
^Ibid,,  p.  370. 

"  H.  Sidgwick,  Principles  of  Political  Economy,  1883,  p.  555. 
"/Wd,  p.  562. 
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community  has  to  protect  its  members  from  starvation. 
The  consequence  of  this  is  the  exemption  of  the  minimum 
of  subsistence.  "No  one's  income  ought  to  be  reduced  by- 
taxation  below  what  is  required  to  furnish  him  with  the 
bare  necessities  of  life."  Sidgwick  is  tempted  to  go  still 
further,  and  asks  "whether  in  order  to  equalize  the  real 
burdens  of  taxation  one  ought  not  to  lay  a  progressively 
increasing  tax  on  the  luxurious  expenditures  of  the  rich?" 
"I  must  admit,"  says  he,  that  in  my  opinion  such  a  tax 
would  be  justifiable  from  the  point  of  distribution 
alone."^^  But  he  adds  that  "it  is  open  to  the  practical 
objection  that  the  progression,  if  once  admitted,  would  be 
very  difficult  to  limit,  owing  to  the  impossibility  of  estab- 
lishing any  definite  quantitative  comparison  between  the 
pecuniary  sacrifices  of  the  rich  and  those  of  the  poor, 
with  a  resulting  danger  that  it  would  be  carried  too  far 
and  drive  capital  away,"  thus  causing  a  loss  to  production 
which  would  more  than  outweigh  the  gain  in  equality  of 
sacrifice.*^  Sidgwick  is  therefore  led  to  prefer  the 
scheme  of  simply  exempting  savings  from  taxation. 

"  Sidgwick,  op.  cit,  p.  563. 
"/&u/.,  p.  564. 
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D.     The  German  Writers. 

We  come  next  to  the  German  economists,  among  whom 
we  find  a  far  larger  number  of  adherents  of  progressive 
taxation.  The  first  of  the  Germans  to  demand  progres- 
sion as  the  outcome  of  the  faculty  theory  was  Schon. 
He  breaks  completely  with  the  give-and-take  theory,  and 
asserts  that  taxes  should  be  in  accordance  with  ability.* 
A  proportional  tax  would,  in  his  judgment,  really  create 
economic  inequality.  It  must  be  said,  however,  that 
Schon  also  partly  advocates  the  socialistic  theory  in  so 
far  as  he  says  that  in  democracies  the  cardinal  point  is  to 
prevent  great  inequalities  of  wealth,  and  that  progressive 
taxation  is  a  far  better  engine  for  accomplishing  this  re- 
sult than  the  drastic  measures  of  a  Lycurgus.  He  naive- 
ly maintains,  however,  that  in  aristocracies  and  monarch- 
ies, on  the  other  hand,  inequality  of  wealth  is  unavoidable, 
but  that  progressive  taxation  is  nevertheless  to  be  de- 
manded as  the  most  equitable  system,  although  the  rate 
of  progression  must  be  different.^  In  democracies  he 
proposes  that  the  rate  should  increase  arithmetically  with 
every  arithmetical  increase  in  the  income ;  in  aristocracies 
and  monarchies  the  rate  should  increase  with  every  doub- 
ling of  the  income.  • 

Just  before  and  during  the  revolution  of  1848  we  find 
the  demand  again  coming  to  the  front.     Schmitthenner 

*"Fahigkeit"  is  the  word  he  uses.  Johannes  Schon,  Die  Grund- 
sdtse  der  Finans,  1832,  chap.  5,  esp.  p.  61. 

*  Ibid.,  pp.  58-60. 

•"Es  darf  (in  Demokratien)  nur  die  Abgabe  im  arithmetischen 
Verhaltnisse  steigen,  wenn  die  Einkunfte  im  arithmetischen  Ver- 
haltnisse  wachsen;  im  Monarchien  und  Aristokratien  miisste  der 
Steuerfuss  bios  dann  in  arithmetischen  Verhaltnisse  wachsen,  wenn 
das  Einkommen  eine  Verdoppelung  erlanget."    Ibid.,  p.  60. 
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regards  prc^ression  as  a  conclusion  from  the  principle 
of  economy  by  which  he  thinks  we  must  understand  not 
a  commutative  or  absolute,  but  a  distributive  or  relative 
equality.*  In  the  national  assembly  Freiherr  von  Gross 
suggested  an  income  tax  with  progressive  rates  up  to 
thirty-three  and  one-third  per  cent,-*^  and  Baumstark  de- 
mands that  the  rate  should  rise  in  a  well  defined  progres- 
sion which  the  legislature  must  apportion  to  the  respective 
conditions  of  the  taxpayers,  as  the  amount  of  their  income 
progressively  rises.* 

After  the  revolution  of  1848  progressive  taxation  was 
not  again  advocated  for  several  decades  in  Germany,  al- 
though, as  we  have  seen,  the  demand  is  frequently  found 
in  England.  Recently  this  relation  has  been  reversed. 
The  English  writers  have  not  favored  progression,  but 
the  Germans  have  done  so.  Let  us  consider,  then,  the 
chief  German  advocates  of  progression  during  the  last 
generation. 

The  eminent  economist,  Held,  lays  the  chief  stress  on 
equality  of  sacrifice.  If  we  accept  equality  of  sacrifice 
as  a  principle,  proportional  taxation  is,  in  his  opinion, 
absolutely  illogical.  Held  maintains  that  the  principle  of 
equality  cannot  possibly  lead  to  any  arithmetical  relation 
between  income  and  pressure  of  taxation  as  the  only  equi- 
table principle.     This  is  all  the  more  true  because  income 

*"Gleichheit  unter  der  jedoch  nicht  eine  kommutative  oder  ab- 
solute, sondern  eine  distributive  oder  relative  gemeint  sein  kann,  so 
dass  also  die  Quote  nicht  fiir  alle  Personen  und  Steuerobjekte  gleich, 
sondern  sich  nach  der  Leistungsfahigkeit  richtct" — Schmitthenner, 
Grundlinien  des  allgemeinen  oder  idealen  Staatsrechts,  i845»  PP* 
357-8. 

'Freiherr  von  Gross,  Allgemeine  progressive  Grund-  und  Ein- 
kofnmensteuer,  Gleiches  Maas  und  Gewicht  fur  Deutschland.    184E. 

•That  the  rate  "in  angemessener  Progression,  welche  der  Gesctz- 
geber  den  Verhaltnissen  anpassen  muss,  steigen  sollte,  sowie  der 
Betrag  des  Einkommens  in  gewisser  Progression  steigt."  £.  Baum- 
stark, Zur  Einkommensteuerfrage,    1850. 
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itself  does  not  seem  a  practicable  standard  by  which  to 
measure  individual  sacrifice.  Income  may,  indeed,  afford 
us  a  measure  for  the  relative  individual  power  to  dispose 
of  economic  values ;  but  he  who  disposes  of  equal  values 
is  not  able,  on  that  account,  either  to  enjoy  equally  or  to 
suffer  privation  equally.  "^  Income,  in  other  words,  is  no 
completely  valid  test  of  justice  in  taxation.  Held  con- 
cludes that  proportional  taxation  is  illogical,  and  that  it 
is  useless  to  endeavor  to  realize  equality  of  sacrifice.  The 
best  taxes  are  those  which  lead  to  the  least  complaints.® 
Yet,  later  on,  in  constructing  his  positive  system,  he  in- 
cludes, as  one  of  his  fundamental  demands,  a  prc^ressive 
income  tax.® 

The  most  noted  of  the  German  defenders  of  progres- 
sive taxation  is  Neumann.  Neumann  thinks  that  the 
principle  of  faculty  is  in  reality  not  different  from  that  of 
equal  sacrifice.  Were  the  ability  to  pay  taxes  an  abso- 
lutely fixed  quantity,  like  measure  and  weight,  then,  in- 
deed, it  might  be  asked:  What  has  faculty  to  do  with 
sacrifice  ?  But,  in  reality,  faculty  is  not  something  defi- 
nitely fixed.  When  anyone  has  to  fulfill  a  duty,  whether 
to  father  or  to  fatherland,  his  ability  to  do  so  generally 
increases  in  proportion  as  he  imposes  efforts  on  himself ; 
and,  furthermore,  it  generally  increases  in  proportion  as 
he  denies  himself  pleasures,  enjoyments  and  the  satis- 
faction of  wants.  In  both  cases,  thus,  the  ability  grows 
with  the  sacrifice — the  sacrifice  of  the  effort  and  the  sac- 
rifice of  the  denial.  Sacrifice  and  faculty  in  this  sense 
hence  are  not  different  things,  but  stand  in  the  closest 

^"Das  tauschwerthe  Einkommen  des  Einzelnen  giebt  uns  ein 
Maas  fur  die  vergleichsweise  Macht  der  Einzelnen,  uber  okono- 
mische  Werthe  zu  verfugen — ^aber  wer  uber  gleiche  Werthe  ver- 
fugt,  kann  desshalb  nicht  immer  gleich  Viel  geniessen  und  gleich 
Viel  entbehren."    Held,  Die  Einkommensteuer,  1872,  p.  113. 

*Jbid.,  p.  115. 

*Ibid.,  p.  189. 
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Lch  other.  In  fact,  it  may  be  said  that  only 
^cognition  of  the  sacrifice  imposed  can  the 
ibility  attain  a  definite  form,  and  thus  be  of 
purposes  of  taxation.  ^^  It  might  be  claimed, 
if  two  persons,  with  equal  efforts,  annually 
and  $10,000  respectively,  their  ability  to 
as  one  to  ten.  This,  however,  is  not  true, 
state  is  not  the  only  one  to  take  advantage 
ty.  The  state  must,  so  to  speak,  divide  the 
)ility  with  his  family.  The  state  must  look 
:es  which  the  taxpayer  is  compelled  to  make, 
le  state  cannot  take  cognizance  of  all  the  in- 
lents  of  each  man's  condition ;  this  would  be 
ible  as  it  is  impossible.  The  state  has  to  deal 
e  average  men,  average  needs  and  average 
The  principle  therefore  must  be  to  appor- 
such  a  manner  as  to  correspond  to  the  ability 

Leistungsfahigkeit — oder  richtiger  gesagt  die  Fahig- 
nter  Pflichterfullung  beizutragen — ^bci  A,  B,  C,  u.  s. 
ehende  Grosse,  wie  Maas  und  Gewicht  bestimmter 
o  hatte  jene  Annahme  recht  Was  hatte  den  jene 
lem  Opfer  zu  thun,  das  die  Leistung  auferlegt?!  In 
ene  Fahigkeit  aber  etwas  Feststehendes  nicht.  Wer 
seiner  Pflicht  zu  Idsten  hat,  gelte  es  dem  Vater  oder 
le — dessen  Befahigung  hiezu  wachst  in  Allgemeinen, 

sich  Arbeitsmiihen  auferlegt,  und  sie  wachst  eben- 
leinen,  je  nachdem  er  sich  Genusse,  Freuden  und  die 
/on  Bedurfnissen  versagt.  In  beiden  Beziehungen 
lch  die  Befahigung  mit  dem  gebrachten  Opfer,  dem 
he  und  dem  der  Entsagung.  Und  Opfer  und  Leis- 
in  dem  hier  in  Rede  stehenden  Sinne  sind  also  nicht 
e,  sondem  stehen  in  inniger  Beziehung  zu  einander." 
1,  Die  progressive  Einkommensteuer  in  Stoats-  und 
talt,"  1874,  p.  62. 

konnen  freilich  immer  nur  Durchschnittsmenschen, 
edurfnisse,  Durchschnittsgefuhle  und  Durchschnitts- 
in  Anschlag  gebracht  werden."  Op,  cit.,  1874,  p.  63. 
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to  contribute  to  public  purposes  with  generally  equal  ef- 
forts and  equal  sacrifices  as  over  against  other  needs.  ^^ 

Neumann  objects  to  the  phrase  equality  {Gleichmas- 
sigkeit)  of  taxation  as  in  itself  affording  no  clue.  If  in- 
dividuals are  taxed  according  to  the  number  of  their  teeth 
or  the  length  of  their  eyebrows,  or  their  weight,  we  have, 
in  one  sense,  an  equality  of  taxation.  What  is  it  that 
should  be  equal?  asks  Neumann.  What  is  the  test  or 
norm  of  equality?  Some  assume  to  find  it  in  the  mere 
fact  of  income,  so  that  everyone  will  be  left  in  the  same 
relative  position  as  before.  They  hence  draw  the  con- 
clusion that  proportional  taxation  of  income  is  the  only 
equal  method.  Neumann,  however,  objects  that  this  is  no 
principle  of  taxation,  just  as  little  as  is  the  opposite  idea 
that  it  is  the  function  of  the  state  to  alter  conditions  of 
wealth.  Secondly,  he  holds  that  even  if  we  accept  the 
principle,  proportional  taxation  of  income  does  not  nec- 
essarily ensue.  For  in  actual  life  the  same  percentage 
of  income  tax  may  affect  different  individuals  very  dif- 
ferently, according  as  their  whole  economic  condition 
changes.^* 

The  logical  conclusion  from  the  principles  of  faculty 
and  equality  of  sacrifice  seems  to  Neumann  to  be  progres- 
sive taxation.  We  do  not  tax  individuals  according  to 
their  faculty,  if  we  tax  A,  with  ten  times  as  much  income 
as  B,  only  ten  times  as  much.  For,  after  satisfying  his  ne- 
cessary wants,  A  still  has  not  only  ten  times  as  much  left 
with  which  to  discharge  his  duty  toward  the  state,  but 
far  more  than  ten  times  as  much.     His  faculty  is  greater. 

"  "Nach  Massgabe  der  Lcistungs-,  oder  genauer  gesagt,  der  Steuer- 
kraft,  d.  h.  so  zu  vertheilen,  wie  es  der  Befahigung  zur  Leistung  in 
Staat  und  Gemeinde  bei  etwa  gleicher  Anstrengung  und  etwa 
gleichen  Opfern  andern  Bedurfnissen  gegenuber  cntspricht"  Neu- 
mann, op.  cit.,  p.  63. 

"■/&«/.,  pp.  98-102. 
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In  the  same  way,  it  is  undeniable  that  a  tax  of  $15  is  far 
harder  to  bear  for  a  man  with  $300  income,  than  a  tax 
of  $1,500  for  a  man  with  $30,000  income.  The  sacri- 
fice is  greater.  As  the  rate  of  the  tax  becomes  higher, 
the  difference  in  the  sacrifice  is  still  more  apparent. 
Thus,  from  the  standpoint  both  of  faculty  and  of  sacri- 
fice, equality  of  taxation  means  progressive  taxation.^* 

One  of  the  chief  objections  to  progressive  taxation  is 
that  as  the  progression  increases  the  tax  must  finally, 
confiscate  a  man's  entire  income.  Such  a  view,  however, 
overlooks  the  fact,  says  Neumann,  that  the  progression 
is  not  to  affect  higher  incomes  as  such,  but  only  the  sur- 
plus incomes ;  since  it  is  only  these  surplus  amounts  which 
generally  subserve  the  less  urgent  wants.  Moreover, 
there  is  a  limit  beyond  which  it  is  not  true  that  equal 
amounts  of  high  incomes  subserve  equally  pressing  wants. 
When  we  reach  very  high  incomes  they  generally  satisfy 
wants  which  are  of  equally  little  urgency,  or  which  can 
be  equally  well  dispensed  with.  In  other  words,  be- 
yond a  certain  point  the  tax  must  become  proportional. 
The  rate  of  progression  thus  must  itself  be  degressive, 
ultimately  to  arrive  at  proportional  taxation.  The  ideal 
must  be  a  degressively  progressive  tax.^^ 

While  most  of  the  minor  German  writers  have  fol- 
lowed Neumann's  reasoning,  the  authors  of  two  widely 
read  textbooks  on  finance,  Schaffle  and  Stein,  rather  ig- 
nore the  theory  of  equality  of  sacrifice. 

SchafHe  maintains  that  the  state  should  levy  its  taxes 
according  to  "the  actual  capacity  to  pay."^*     Property 

"  Neumann,  op,  ciL,  p.  142. 

"/&«/.,  p.  146. 

"  "Der  Staat  soil  allc  Steuerkrafte  nach  Verhaltniss  der  wirklichcn 
Leistungsfahigkeit  belasten."  A.  E.  F.  SchafBe,  Die  Grundsdtse 
der  Steuerpolitik,  1880,  p.  75.  Schaffle  sums  up  his  argument  with 
but  slight  modifications  in  a  latter  work,  Die  Steuern,  Allgemeiner 
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and  income  represent  only  the  average  capacity,  and 
therefore,  thinks  Schaffle,  it  is  necessary  to  supplement  di- 
rect by  indirect  taxation  in  order  to  ascertain  the  actual, 
'''individual,  concrete,  momentary"  capacity.^''  In  so  far, 
however,  as  the  average  capacity  is  concerned — ^that 
which  is  measured  by  property  or  income — ^the  rate  can- 
not be  proportional.  For  taxable  capacity  is  very  differ- 
ent in  the  higher  strata  or  property  and  income  than  in  the 
lower  strata.  Large  property  or  large  income  possesses 
immeasurably  more  capacity  to  bear  taxes  when  taken  in 
connection  with  ordinary  needs,  but  especially  so  in  the 
case  of  extraordinary  needs.  Hence  the  justice  and 
equity  of  progressive  taxation.  But  we  cannot  imagine, 
says  Schaffle,  that  the  progressive  rate  should  ever  reach 
one  hundred  per  cent.  In  the  actual  structure  of  society 
large  fortunes  and  incomes  have  important  functions  to 
fulfill,  such  as  the  duty  of  conducting  large  business  en- 
terprises, the  collection  of  capital,  the  employment  of  the 
fine  arts,  and  the  satisfaction  of  the  extraordinary  needs 
of  an  advanced  civilization.  Hence  a  limitless  progres- 
sion would  involve  a  crippling  of  necessary  social  ser- 
vices.^® 

Schaffle's  theory  depends  upon  his  interpretation  of 
"taxable  capacity"  or  faculty.  "Actual  capacity,"  says 
he,  is  "the  expression  of  the  amount  which  the  taxable 
economic  unit  can  abandon  to  the  relative  support  of  the 

Theil,  1895,  p.  218  et  seq.  The  following  quotations  are  from  his  ear- 
lier and  more  authoritative  work. 

**"Die  wirkliche — individuelle,  conkrete,  momentane — Leistungs- 
fahigkeit"  as  over  against  "die  Durchschnittssteuerkraft." 

•"Die  Steuerkraft  verhalt  sich  einmal  in  den  Hohenlagen  der 
sodalen  Vermogens-  und  Einkommensschichten  anders  als  in  den 
Tiefenlagen.  Grosses  Vermogen,  grosses  Einkommen  ist  dem  ord- 
entlichen,  namentlich  aber  dem  ausserordentlichen  Bedarfsfalle  ge- 
genuber  schon  in  Durchschnitt  ungleich  steuerkraftiger."  Schaffle, 
Die  Grundsatse  der  Steuerpolitik,  1880,  p.  78. 
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state,  without  crippling  his  own  relative  support."^®  Or, 
as  he  puts  it  in  another  place,  *'the  fundamental  principle 
of  public  finance  is  the  economically  relative  support  of 
the  State  wants  as  over  against  a  not  less  relative  support 
of  all  non-state  wants."^^  There  are  individual  and  col- 
lective wants,  private  and  public  wants;  and  a  truly  eco- 
nomic method  of  dealing  with  the  question  must  not 
subordinate  the  one  set  to  the  other.  Schaffle  unconscious- 
ly uses  very  much  the  same  language  as  did  Montesquieu 
more  than  a  century  earlier.^^ 

It  may  be  said  in  criticism  of  Schaffle  that  the  reasons 
which  he  advances  in  defense  of  large  fortunes  are,  in 
themselves,  not  very  strong,  and  that  his  definition  of 
faculty  is  not  sufficiently  precise.  It  does  not  afford 
any  real  test  for  determining  how  and  to  what  extent  we 
can  measure  the  "crippling  of  one's  relative  support" 
So  far  as  it  has  any  meaning  at  all,  it  implies  the  consump- 
tion or  sacrifice  theory  which  Schaffle  is  so  careful  to 
avoid.  The  stress  is  really  put  upon  consumption,  not 
upon  production.  The  theory  thus  finally  resolves  itself 
into  an  acceptance  of  the  sacrifice  doctrine. 

Stein,  on  the  other  hand,  who  upholds  progressive  tax- 
ation only  in  the  later  editions  of  his  work,  has  not  only 
nothing  to  say  about  equality  of  sacrifice,  but  regards 
faculty  {Steuerkraft)  exclusively  from  the  standpoint  of 

""'Die  wirkliche  Leisttingsfahigkeit  ist  eben  der  Ausdruck  dafur, 
wie  viel  die  steuerpflichtige  Privatwirthschaft  zu  der  im  Budgetab- 
schied  bestimmten  verhaltnissmassigen  Alimentation  des  Staates  ab- 
lassen  kann,  ohne  die  verhaltnissmassige  Eigenversorgung  zu  ver- 
kummem."    Schaffle,  op.  cit,  p.  23. 

•"Oberstes  Prindp  der  Finanzwissenschaft  ist  die  volkswirth- 
schaftlich  verhaltnissmassige  Deckung  des  Staatsbedarfes  gegenuber 
einer  nicht  minder  verhaltnissmassigen  Declomg  aller  nichtstaat- 
lichen  Bedarfe."    Ibid.,  p.  17. 

"The  words  of  Montesquieu  are:  "Pour  bien  fixer  ces  revenus,  il 
faut  avoir  ^rd  et  aux  n6cessit6s  de  r6tat  et  aux  n^cesait^s  des 
citoyens."    LEsprit  des  Lois,  xiii,  p.  7. 
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production.  With  every  accumulation  of  capital  the  ca- 
pacity to  form  new  capital  increases,  while  the  wants  of 
the  owner  do  not  increase  with  its  amount.^*  This  he 
calls  the  "law  of  capital  growth."^*  He  explains  this 
more  closely,  however,  as  meaning  that  the  capital-build- 
ing qualities  vary  really  only  with  the  periodical  surpluses. 
A  definite  percentage  of  small  capital  possesses  relatively 
more  power  to  generate  further  capital  than  an  equal 
percentage  of  large  capital.  A  millionaire,  he  thinks,  can 
never  secure  as  much  revenue  out  of  each  fraction  of 
capital  as  a  small  trader.  His  percentage  of  profit  is 
smaller.  But  the  frequent  reduplication  of  the  smaller 
percentage  finally  makes  the  surplus  larger  than  the  less 
frequent  reduplication  of  the  higher  percentage.  Hence 
it  is  the  surplus  or  the  income,  not  the  capital,  which 
ought  to  be  taxed  progressively.  Moreover,  the  rate  of 
progression  ought  itself  to  decrease  with  the  income.^* 
The  point  to  be  noted  is  that  progressive  taxation  in 
Stein's  judgment  follows  necessarily  from  the  idea  of 
production. 

Professor  Wagner,  as  we  know,  bases  his  demand 
for  progressive  taxation  on  what  he  calls  the  socio-polit- 
ical principle.  Nevertheless  he  regards  this  principle 
as  an  outcome  of  the  faculty  theory,  as  explained  by  the 
sacrifice  theory.  Faculty  he  conceives  as  depending,  on 
two  sets  of  conditions,  those  which  respect  the  acquisition 

"  "Wohl  ist  es  abcr  gewiss,  das  bci  jedem  Kapital  die  Kraft  seiner 
Kapitalbildung  mit  seiner  Grosse  wachst  .  .  .  wahrend  das  Bedurf- 
niss  seines  Besitzers  nicht  in  gleichem  Grade  grosser  wird."  Stein, 
Lehrhuch  der  Finanawissenschaft,  (4th  ed,  1878),  p.  421. 

"  "Grossensresetz  der  Kapitalien." 

•*"Der  wahre  progressive  Steuerfuss  soil  auf  der  Zahl  der  Ein- 
kommenseinheiten  beruhen,  aber  darf  niemals  als  eine  rein  geomet- 
rische,  sondem  nur  als  eine  mit  jener  Zahl  selbst  abnehmender 
Progression  auftreten."  Op,  cit,  i,  p.  451.  Cf.  5th  ed.  (1885),  ii,  p. 
432. 
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and  possession  of  commodities,  and  those  which  respect 
the  use  to  which  these  commodities  are  put  in  satisfying 
our  own  wants  as  well  as  those  of  others  whom  we  are 
bound  to  look  after.^  In  both  cases  the  faculty  stands  in 
the  closest  relation  with  the  pressure  of  the  tax,  or  the 
sacrifice  occasioned  by  the  tax.  As  r^^rds  the  acquisi- 
tion of  commodities  everything  depends  on  the  manner 
of  acquisition,  whether  entirely,  partly  or  not  at  all 
through  pure  personal  exertion.  The  same  proportion  of 
different  kinds  of  income  or  property  may  thus  represent 
a  varying  economic  faculty  or  ability ;  and  in  general  the 
faculty  may  be  said  to  increase  as  the  element  of  labor 
decreases.  Now,  says  Wagner,  in  the  same  way  the  vary- 
ing amount  of  the  same  income  or  property  connotes 
a  different  faculty,  in  the  sense  that  a  greater  amount  of 
income  means  a  more  than  proportional  faculty. 

This  argument,  however,  seems  to  be  defective.  Pro- 
fessor Wagner  does  not  tell  us  why  a  varying  amount  of 
property  connotes  a  different  faculty.  The  larger  sum 
may  be  the  result  of  labor,  the  smaller  one  not.  On  this 
hypothesis  the  very  reverse  of  the  above  argument  would 
be  true.  From  the  standpoint  of  production  Professor 
Wagner  hence  does  not  prove  his  case.  He  substantially 
rests  his  argument  on  the  equality-of-sacrifice  theory, 
from  which  he  deduces  progressive  taxation,  on  the 
ground  that  the  sacrifice  varies  with  the  varying 
amount  of  the  "free"  income.*®  Here  again,  however,  he 
stands  quite  or  almost  alone  in  trying  to  prove  that  the 


""Die  wirthschaftliche  Leistungsfahigkeit  ciner  Person  liegt  in 
zwei  Reihen  von  Momenten,  solchen  welchc  den  Erwerb  und  Besitz 
von  Sachgutern,  und  solchen,  welche  die  Verwendung  dieser  Guter 
zu  eigner  oder  anderen  pflichtsmassig  zu  ermdglichendcn  Bedurf- 
niss  Befriedigung  betreflFen."  Wagner,  Finanswissenschaft,  ii  (2nd 
ed.,  1890),  §  184,  p.  444. 

"Wagner,  op.  cit.,  ii  (2nd  ed.,  1890),  §  184,  p.  44^. 
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equality-of-sacrifice  theory  leads  to  progressive  taxation, 
only  on  the  assumption  that  it  is  the  object  of  the  state 
to  remove  inequalities  of  fortune.  Unless  we  grant  this, 
so  runs  the  rather  dubious  reasoning,  equality  of  sacrifice 
can  lead  only  to  proportional  taxation.^''  Dubious  rea- 
soning, we  say,  because  the  sacrifice  imposed  on  the  indi- 
vidual depends  on  the  property  taken  away  from  him,  not 
on  any  theory  of  state  activity.  Professor  Wagner's  dis- 
cussion is  colored  all  through  by  this  peculiar  view  of  what 
he  calls  the  fundamental  principle  of  taxation. 

Von  Scheel  takes  about  the  same  position  as  Wagner. 
He  defines  faculty  as  "the  whole  income  (after  deducting 
expenses  of  production)  which  can  be  demanded  for  pur- 
poses of  taxation  with  due  regard  for  the  preservation 
of  the  standard  of  life.^®  This  standard  of  life,  says 
von  Scheel,  must  be  envisaged  from  the  socio-political 
point  of  view.  In  order  to  enable  the  lower  classes  to 
preserve  this  standard,  taxation  must  be  progressive,  for 
the  lower  down  we  go  in  the  social  scale,  the  smaller 
will  be  the  proportion  of  income  to  standard  of  life.  It  is 
the  function  of  the  state  to  preserve  the  balance  between 
the  classes.** 

The  socio-political  argument  of  Wagner  and  von  Scheel 
has  already  been  criticised.*^  We  may,  therefore,  pass  it 
over  in  this  place.  Much  the  same  may  be  said  of  the 
very  short  discussion  by  Professor  von  Heckel  in  his  re- 

"  Wagner,  op,  cit,,  p.  455,  and  csp.  381-386. 

"  "Das  Maas  der  Steucrkraft  des  Staatsburgcrs  ist  scin  gesammtcs 
nach  Abzug  der  sachlichen  Produktionsauslagen  fur  seinen  Haus- 
halt  disponibles  Einkommen,  welches  unter  Berucksichtigung  und 
Wahrung  seiner  Lebenshaltung  fur  die  Steuer  in  Anspruch  genom- 
men  werden  kann."  v.  Scheel,  "Die  progressive  Besteuerung."  In 
Tubinger  Zeitschrift  fur  die  gesammte  Staatswissenschaft,  voL  31 
(1875),  p.  284. 

^Ibid.,  pp.  288,  292-296. 

•Above,  pp.  130  et  seq. 
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cent  treatise  on  the  subject*^  Professor  Cohn,  in  his  ad- 
mirably written  work  on  the  science  of  finance,  also  advo- 
cates progressive  taxation,**  but  as  it  does  not  add  any- 
thing of  moment  to  Neumann's  views,  it  also  may  be  n^- 
lected  here. 

The  Austrian  economist,  Meyer,  defines  faculty  vaguely 
as  the  "whole  of  the  economic  conditions  which  make  it 
possible  or  easy  for  the  individual  to  get  together  the 
tax,"*'  That  is  to  say,  we  must  regard  not  alone  his  prop- 
erty and  income,  but  the  various  modes  in  which  he  ac- 
quires the  income  and  the  calls  upon  him  for  consumption, 
or  his  necessary  expenses.  As  soon,  however,  as  we  pay 
regard  to  his  wants,  we  are  dealing  with  the  idea  of  sacri- 
fice. The  principle  of  faculty  receives  its  real  interpre- 
tation only  through  the  principle  of  equal  sacrifice.  But, 
asks  Meyer,  what  does  the  principle  of  equal  sacrifice 
mean?     Sacrifice  of  what? 

The  common  argument  that  a  proportional  tax  causes 
a  smaller  sacrifice  in  the  case  of  large  than  of  small  in- 
come, because  it  takes  away  the  means  of  enjoyment  only 
from  the  less  urgent  wants,  proves  too  much.  For  the 
same  thing  is  true  of  every  progressive  tax.  It  is  a  neces- 
sary consequence  of  the  differences  in  the  satisfaction  of 
wants.  If  we  should  attempt  to  arrange  taxes  so  that 
they  would  always  cut  off  the  means  of  satisfying  equally 
pressing  wants,  it  would  be  necessary  to  take  from  the 
larger  income  the  whole  difference  between  it  and  the 
smaller  income.    This,  however,  is  obviously  absurd.     It 

"  M.  V.  Heckel,  Finanswissenschaft,  i,  1907,  pp.  184-185. 

"Cohn,  Finanswissenschaft,  1889,  §  212.  Cf.  the  English  transla- 
tion by  Veblen,  under  the  title.  The  Science  of  Finance,  1895,  pp. 
310-332.  • 

""Die  Gesammtheit  der  wirthschaftlichen  Momente,  welche  dcr 
Wirthchaft  die  Aufbringung  der  Steuer  ermoglichen  oder  erlcich- 
tem."  R.  Meyer,  Die  Principien  der  gerechten  Besteuerung,  18813, 
p.  3". 
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would  be  communism,  not  justice.*^  In  the  same  way 
Neumann's  theory  does  not  seem  to  Meyer  convincing. 
It  leads  logically  only  to  the  clear-income  theory,  or  to 
the  exemption  of  a  certain  minimum  with  proportional 
taxation  thereafter.**^ 

Meyer  endeavors  to  avoid  these  objections  by  declaring 
that  the  sacrifice  in  question  consists  not  "in  the  intensity 
oi  the  wants  which  remain  unsatisfied,  in  consequence  of 
the  tax,  but  in  the  measure  in  which  the  tax  increases  the 
average  intensity  of  the  last  wants  actually  satisfied."*® 
He  confesses  that  even  this  interpretation  of  equal  sacri- 
fice cannot  serve  as  more  than  a  probable  proof  of  the  ne- 
cessity of  progressive  taxation.  In  the  case  of  a  low  rate 
of  tax,  it  is  hard  to  say  whether  the  sacrifices  are  equal 
or  not.  When  we  take  high  rates,  however,  the  decision 
does  not  seem  to  him  doubtful.  In  the  case  of  a  tax 
amounting  to  one-half  or  one-third  of  the  income,  a  man 
who  is  reduced  from  $1,200  income  to  $600  or  $800  must 
beyond  all  question  curtail  his  wants  far  more  than  he  who 
was  reduced  from  $2,400  to  $1,200  or  $1,600.  Inasmuch 
as  it  is  legitimate  to  conclude  that  the  effect  of  a  smaller 
reduction  of  income  will  remain  relatively  the  same,  it 
may  be  asserted  that  the  principle  of  equality  of  sacrifice 
connotes  progressive  taxation.*'^ 

This  theory  of  Meyer  has  been  discussed  in  the  body  of 

••Meyer,  op,  ciU,  p.  331. 

"This  objection,  as  Cohen-Stuart,  Bijdrage,  etc,  p.  119,  points 
out,  is  not  strictly  true. 

"Von  dem  hier  vertretenen  Standpunkte  aus  werden  nun  zwar 
die  eben  bekampften  Begnindungen  vermieden,  indem  wir  das 
Opfer  nicht  in  der  Intensitat  der  in  Folge  der  Steuer  unbefriedigt 
bleibenden  Bedurfnisse,  sondem  in  dem  Masse  erblicken,  in  wel- 
chem  die  durchschnittliche  Intensitat  der  letzen  zur  Befriedigung 
gelangenden  Bedtirfnisse  in  Folge  der  Steuer  erhoht  wird."  Meyer, 
op.  cit,  p.  333. 

"Ibid,,  p.  333* 
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this  chapter.*®  We  have  seen  that  it  rests  on  a  mis- 
conception, and  that  in  reality  it  does  not  alter  the  ac- 
cepted theory  in  any  important  particular. 

A  recent  ingenious  attempt  to  defend  progressive  taxa- 
tion against  the  common  charge  of  arbitrariness  has  been 
made  by  the  Scandinavian  economist  Cassell.  Cassell 
starts  out  from  the  doctrine  of  the  exemption  of  the 
minimum  of  subsistence,  but  he  puts  a  different  interpre- 
tation upon  the  old  conception  of  "necessaries."  The 
necessaries  of  life,  he  thinks,  differ  with  the  grade  of  so- 
ciety. If,  therefore,  it  is  conceded  "that  a  tax  which  is 
to  produce  an  equal  sacrifice  must  not  take  away  any  of 
those  means  which  are  needed  to  cover  essential  wants» 
then,  for  the  sake  of  consistency,  the  deduction  must  be 
made  greater  for  the  higher  classes  of  society."*^  Or, 
as  he  puts  it  in  another  place  :"The  income  which  it  is  nec- 
essary for  a  person's  economical  existence,  increases  on  an 
average  with  the  total  real  income,  but  naturally  more 
slowly  than  this."*^ 

This  is  due  to  the  fact  that  by  "necessaries"  we  must 
understand  not  the  necessaries  of  merely  physical  subsis- 
tence, but  what  Professor  Marshall  calls  "the  necessa- 
ries of  efficiency.  "^^  Thus  in  a  very  simple  way  we 
reach  a  mathematical  and  defensible  scale  of  prog^ression, 
for  "if  the  deduction  increases  more  slowly  than  the  in- 
come, then  clearly  the  remainder  increases  more  rapidly 
than  the  income.  A  proportional  tax  levied  on  the  re- 
mainder is  thus  a  progressive  tax  on  the  total  income." 
In  other  words,  equal  sacrifice  means  deduction  of  the 

"  Above,  p.  213. 

•Cassell,  "The  Theory  of  Progressive  Taxation,"  in  The  Econo- 
mic Journal,  xi  (1897),  P-  481. 
^•/Wrf.,  p.  484. 
^  A.  Marshall,  Principles  of  Economics,  4th  ed.,  p.  137. 
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necessaries  of  efficiency  and  a  proportional  tax  on  the  re- 
mainder. 

The  weakness  in  this  interesting  attempt  to  solve  the 
problem  of  precision  lies  in  the  indeterminateness  of  the 
test  proposed.  This  is  virtually  recognized  by  Dr.  Cassell 
himself  when  he  tells  us  that  "views  will  diverge  con- 
siderably when  it  comes  to  the  arithmetical  determination 
of  the  necessaries  of  efficiency  of  the  different  classes  of 
society.  If  we  allow  very  high  margins  for  the  fullest 
efficiency  of  the  manual  laborers,  and  for  the  lower  mid- 
dle class,  we  will  get  a  very  strong  progression.  On  the 
other  side,  if  we  think  that  the  lower  classes  need  nothing 
more  than  they  have,  indeed  can  make  no  good  use  of 
more,  we  should  perhaps  limit  their  deductions  to  the 
barest  minimum  of  physical  subsistence,  and  thus  come  to 
a  nearly  proportional  scale.  We  see  thus  that  the  two 
principles  which  struggle  with  one  another  in  the  battle  of 
progressive  taxation,  the  democratic  and  the  plutocratic 
principle,  are  still  acting  with  full  force  in  the  limited 
field  we  have  allowed  for  the  discussion.  "^^ 

In  reality,  however,  the  limitation  of  the  field  to  which 
Dr.  Cassell  refers  is  of  very  slight  consequence  when 
compared  to  the  importance  of  the  struggle  between  the 
two  principles;  for  the  range  of  a  principle  which  leads 
either  to  "a  very  strong  progression"  or  to  a  "nearly  pro- 
portional scale"  can  not  be  called  limited.  As  a  matter  of 
fact,  therefore,  the  discussion  is  not  materially  advanced 
at  all. 


*  Cassell,  op,  ciU,  pp.  487,  488. 
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E.     The  Dutch  Writers, 

We  come  finally  to  the  Dutch  economists  who  have 
worked  out  the  principle  of  progressive  taxation  through 
the  application  of  the  marginal  utility  theory  to  the  doc- 
trine of  equal  sacrifice.  The  most  prominent  have  been 
Pierson,  Treub,  van  der  Linden  and  Bok.^  Their  argu- 
ments, however,  are  approximately  identical,  and  have 
already  been  summed  up.^  Above  all  their  chief  the- 
ories have  been  supplanted  by  a  more  recent  work,  which 
deserves  a  fuller  treatment.  We  refer  to  the  book  of 
Cohen-Stuart. 

Cohen-Stuart  begins  with  defining  equality  of  sacri- 
fice. Regarded  from  the  subjective  point  of  view,  there 
are  four  consequences  of  a  tax :  ( i )  the  sacrifice  of  the 
money  taken;  (2)  the  sacrifice  of  enjoyments  which  this 
money  might  have  procured;  (3)  the  sacrifice  of  the  pro- 
portion which  this  amount  of  enjoyment  bears  to  the 
total  enjoyments  at  the  disf>osal  of  the  taxpayer — ^which 
he  calls,  for  short,  the  sacrifice;  (4)  the  moral  effect  pro- 
duced, or  the  pain.     With  the  latter  economics  has  noth- 

'  The  chief  passages  may  be  found  in : 

N.  G.  Pierson,  Grondbeginselen  der  Staathuishoudkunde,  2nd  ed., 
(1886),  p.  312.    Also  an  article  in  Gids,  February,  1888,  csp.  p.  308. 

M.  W.  F.  Treub,  Ontwikkeling  en  verband  van  de  Rijks-  Provm- 
ciale-  en  Gemeente-belastingen  in  Nederland,  1885,  p.  517. 

Cort  van  der  Linden,  De  theorie  der  Belastingen,  1887,  pp.  8p-. 
100. 

W.  P.  J.  Bok,  De  Belastingen  in  het  Nederlandsche  Parlement  van 
1848-1888,  1888,  pp.  177-178. 

Two  minor  works  are  an  article  by  A.  W.  Mees,  "De  progressicvc 
inkomstenbelasting,"  in  the  (Dutch)  Economist,  1889,  p.  437;  and 
Minder houd  to  Sneek,  "Bijdrage  tot  de  Kennis  der  Inkomstenbelas- 
ting," in  Vragen  van  den  Dag,  vol.  iv  (1889),  no.  5. 

'Above,  p.  217  e/  seq. 
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ing  to  do.  Now,  equality  of  money  sacrifice  means  that 
precisely  the  same  stun  be  taken  away  from  every  one; 
equality  of  sacrifice  of  enjoyments  means  that  all  shall 
be  deprived  of  equal  enjoyments;  equality  of  sacrifice 
means  that  everybody  is  to  pay  so  much  that  the  total 
enjoyment  of  each  shall  be  diminished  in  relative  pro- 
portion. That  is,  equality  of  sacrifice  means  "propor- 
tional sacrifice  of  enjoyments."*  Cohen-Stuart  takes  a 
long  time  to  explain  this,  but  it  is  in  reality  nothing  new, 
being  precisely  what  Mill  expressed  in  other  words."* 

Cohen-Stuart  then  discusses  the  idea  of  faculty  (draag- 
vertnogen),  and  accepts  von  Scheel's  definition.  Faculty 
necessarily  implies  exemption  of  the  minimum  of  subsis- 
tence ;  and  since  faculty  is  conditioned  by  equality  of  sac- 
rifice, the  demand  of  just  taxation  reads  as  follows:  To 
tax  the  individual  in  such  a  way  that,  above  all,  the 
amount  of  enjoyments  of  which  he  is  deprived  through 
the  tax  may  be  proportional  to  the  total  amount  of  en- 
joyments attainable  through  his  economic  condition,  de- 
ducting that  part  which  consists  in  the  satisfaction  of  his 
absolutely  necessary  wants.^ 

*"Gelijk  geldsoffer  zoude  dus  verkregen  worden,  door  ieder  een 
gelijke  som  te  laten  opbrengen ;  gelijk  genotsoffer,  door  ieder  zooveel 
te  laten  opbrengen,  dat  alien  een  gelijke  hoeveelheid  genot  derven; 
gelijk  offer  eindilijk,  door  ieder  zooveel  te  laten  betalen,  dat  het 
totale  genot  voor  alien  in  dezelfde  verhouding,  evenredig  dus,  ver- 
minderd  wordt,  door  m.  a.  w.  te  vergen  een  evenredige  hoevelheid 
genot"  A.  J.  Cohen-Stuart,  Bijdrage  tot  de  Theorie  der  Progres- 
sieve  Inkomstenbelasting,  1889,  p.  33. 

*  Professor  Edgworth  takes  exception  to  this  statement  in  his 
article  on  "The  Theory  of  Taxation"  in  The  Economic  Journal,  vii 
(i897)»  P-  557.    But  see  above,  pp.  214,  215. 

•"De  belastingschuldigen  zoodanig  te  belasten,  dat  voor  alien  de 
hoevelheid  genot  die  zij  door  het  betalen  der  belasting  moeten  der- 
ven, aan  de  totale  hoevelheid,  direct  tengevolge  van  hun  econom- 
ischen  toestand,  verkrijgbaar  genot,  met  uitzondering  van  dat,  het- 
welk  in  de  vervulling  der  behoeften  van  nooddruft  bestaat,  even- 
redig zij."    Cohen-Stuart,  op,  cit,  p.  58. 
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This  problem,  he  thinks,  can  be  solved  only  by  mathe- 
matics, since  the  relation  between  enjoyment  and  income 
is  really  a  mathematical  relation.  Adopting  the  nomen- 
clature of  his  Dutch  predecessors  and  of  Jevons,  he  shows 
how  the  marginal  utility  of  any  commodity  or  of  any 
quantity  of  income  varies  in  some  inverse  ratio  to  the 
whole  quantity.  The  curve  which  expresses  this  change 
he  terms  the  line  of  utility  (nuttigheidslijn) ,  He  takes 
for  granted  that  the  line  of  utility  will  g^dually  fall, 
but  then  proceeds  to  discuss  the  question  whether  this 
necessarily  leads  to  progressive  taxation. 

We  have  already  seen  the  acutely  constructed  tables® 
by  which  he  proves  that  the  arguments  hitherto  used  may 
be  turned  into  a  defense  of  proportional,  or  of  regressive, 
as  well  as  of  progressive  taxation,  and  that  progressive 
taxation  cannot  be  declared  to  be  a  necessary  result  of  a 
fall  in  the  line  of  utility,  in  order  to  secure  equality  of 
sacrifice.^  He  then  proceeds  with  his  attempt  to  show 
how  a  definite  rate  of  progression  may  be  logically  and 
mathematically  constructed,  and  how  progressive  taxation 
may  be  rescued  from  the  charge  of  arbitrariness.  This 
constitutes  the  really  constructive  part  of  the  work. 

Cohen-Stuart  starts  with  the  hypothesis  which  was  al- 
ready made  by  BemouilH,  the  Russian  mathematician,  in 
1730,  that  the  marginal  utility  of  a  definite  part  of  income 
varies  in  inverse  proportion  to  the  total  income;  or  in 
other  words  that  the  same  percentage  of  income  affords 
everyone  an  equal  satisfaction,  or  that  the  owner  of 
$1,000  will  feel  the  loss  of  $1  just  as  little  or  as  much  as 
the  owner  of  $10,000  will  feel  the  loss  of  $10,  or  the 
owner  of  $50,000  the  loss  of  $50.  This  would  of  course 
mean  proportional  taxation.     If,  however,  we  deduct  a 

•  Above,  pp.  219  et  seq,    Cf,  the  review  of  Cohen-Stuart's  book  in 
Political  Science  Quarterly,  vol.  vii  (1892),  p.  337. 
^  Cohen-Stuart,  op,  cit.,  p.  123. 
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certain  minimum  of  subsistence  (which  Cohen-Stuart 
thinks  an  indispensable  condition  in  ascertaining  real 
taxable  ability),  we  should  have  the  following  scale  of 
rates  of  taxation,  worked  out  by  him  in  detail :® 

M«'"^««""»  exempt,  Saso.  Minimam  exempt,  $soo> 

Ratio  of  marsinal  to  Ratio,  etc.,          Ratio,  etc  ,      Ratio,  etc. 

Income.                  total  abuity  a  per  cent.           i  per  cent.        a  per  cent. 
X  per  cent. 

$5CX) 0.69         1.38        0.00         0.00 

1,000 1.38      2.73      0.69      1.38 

2,000 2.06         4.07        1.38         2.73 

5,000 2.95  5.82  2.28  4.50 

10,000 3.62  7.11  2.95  5.83 

20,000 4.29  &39  3.62  7.11 

50,000 5.16  10.05  4.50  8.80 

100,000 5.82  11.30  5.16  10.05 

200,000 647  12.51  5.82  11.30 

500,000 7.32  14.10  6.67  I2j90 

1,000,000 7.96  15^  7.33  14.10 

Cohen-Stuart  next  proceeds  on  the  supposition  that  the 
actual  line  of  utility  differs  from  his  hypothetical  line. 
Taking  the  figures  of  the  last  line,  and  assuming  that  the 
actual  line  curves  either  more  or  less  than  this  hypotheti- 
cal line,  he  constructs  the  following  three  tables  accord- 
ing as  the  marginal  utility  varies  inversely  as  the  cube 
root  of  the  square  or  of  the  fourth  power  of  the  in- 
come. The  truth,  he  thinks,  certainly  lies  between  these 
extremes : 

TAXES  WHICH  ARE  TO  PRODUCE  EQUAUTY  OF  SACRIFICE. 

According  to  the  line    According  to  the         According  to  the 
Income.  of  the  greater  carve,    hypothetlcalline.        line  of  lesa  corre 

$500 $10  $10  $10 

1,000 25  20  16 

2,000 64  40  25 

5,000 230  100  46 

10,000 555  200  74 

20,000 1400  400  117 

50,000 3,500  1400  293 

100,000 7»ooo  2,000  585 

500,000 35,000  10,000  2,925 

1,000,000 70,000  20,000  5,850 

•  Op,  cit,  p.  132. 
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It  might  appear  that  with  these  great  variations  in  the 
figures  the  rate  of  progression  of  the  tax  would  be  very 
diflferent.  This,  however,  is  not  the  case.  In  order  to 
make  a  comparison  he  assumes  that  an  income  of  $5,000 
pays  in  each  case  a  tax  of  four  and  a  half  per  cent,  with 
$500  exempted  as  minimum  for  subsistence.  The  result 
would  then  be  as  follows : 


According  to  th«  line 
Income.  of  greater  curre. 

$500 0.00 

1,000 1.04 

2,000 2.30 

5,000 4.50 

10,000 6.57 

20,000... 9.11 

50,000 10.33 

100,000 11.19 

200,000 12.01 

500,000 13.08 

1,000,000 13.88 


Lcoording  to  the 
original  line. 

According 
line  of  lev 

0.00 

0.00 

1.38 

1.75 

2.73 

3.13 

4.50 

4.50 

5.82 

5^ 

7.II 

5.92 

a8o 

8.27 

iao5 

10.06 

11.30 

11.82 

12.90 

14.09 

14.10 

15.76 

We  see  what  a  striking  similarity  in  the  percentages 
results,  notwithstanding  the  g^eat  differences  in  the  taxes 
paid.  Since  he  has  chosen  two  extremes,  G>hen-Stuart 
thinks  that  he  is  justified  in  asserting  that  the  mean  (from 
which  the  extremes  vary  so  little)  is  approximately  the 
correct  scale  of  progressive  taxation. 

In  other  words,  the  conclusion  is  that  when  we  neglect 
the  minimum  of  subsistence,  the  theory  of  equality  of 
sacrifice  must  result  in  a  progressive  scale  which  does  not 
greatly  vary  from  the  original  hypothetical  scale,  as  long 
as  we  do  not  reach  the  very  large  incomes.  In  the  case 
of  very  large  incomes  the  rate  of  progression  tends  to  de- 
crease until  the  progression  turns  into  proportion.  Thus, 
the  general  rule  may  be  laid  down :  Arithmetical  increase 
of  the  rate  with  geometrical  increase  of  the  income  up  to 
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a  definite  point  when  progression  is  replaced  by  propor- 
tion.* 

The  investigations  of  Cohen-Stuart  are  acute  and  sug- 
gestive, but  it  cannot  be  said  that  he  proves  his  point,  or 
that  he  is  able  to  lay  down  an  approximately  exact  neces- 
sary scale  of  progression.  His  original  table  is  confess- 
edly only  hypothetical  and  arbitrary ;  and  it  is  difficult  to 
see  how  three  hypothetical  scales  can  prove  the  existence 
of  one  real  scale.  All  three  may  be  perfectly  justifiable  or 
completely  unjustifiable  in  themselves ;  but  the  mere  fact 
that  they  approximately  agree  does  not  in  the  least  prove 
that  any  of  them  is  correct.  They  may  all  be  wrong.  We 
do  not  know  whether  the  marginal  utility  is  inversely 
proportional  to  the  income,  or  to  the  cube  root  of  the 
square,  or  to  the  cube  root  of  the  f'ourth  power,  or  of 
any  power  of  the  income.  One  table  is  as  good  as  an- 
other, but  each  is  equally  incapable  of  proof.  Cohen- 
Stuart's  tables  depend  not  only  on  the  arbitrary  assump- 
tion of  a  definite  ratio  of  marginal  utilities,  but  also  on 
the  equally  arbitrary  assumption  of  a  definite  minimum  of 
subsistence.  As  soon  as  we  exempt  a  diflferent  minimum, 
or  do  not  exempt  any  minimum  at  all,  the  scale  is  alto- 
gether changed.  To  measure  the  amount  of  sacrifice  in 
such  a  manner  as  to  produce  a  mathematical  equality  of 
rate  is  quite  impossible.  Mathematics  cannot  help  us  here, 
because  the  very  first  conditions  fail  us — ^the  power  to 
gauge  with  precision  the  mathematical  relation  of  the 
marginal  utilities.  Psychological  relations  cannot  be  re- 
duced to  exact  quantitative  forms.    Thus  Cohen-Stuart's 


•  "Arithmetische  klimming  van  het  percentage  bij  geometrische 
klimming  van  het  inkomen,  zoolandig  men  nit  in  zeer  hooge  per- 
centages komt."    Op,  cit,,  p.  168. 
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laborious  investigations  do  not  succeed  in  creating  any- 
thing more  positive  than  did  those  of  his  predecessors.^® 

"The  essay  of  Graziani,  "La  Ragione  progressiva  del  Sistema 
Tributario  in  rapporto  al  Principio  del  Grado  Finale  d'Utilita,"  in 
Giomale  degli  Economisti,  Serie  Seconda,  Anno  ii,  (iSpi),  p.  156, 
follows  the  work  of  Cohen-Stuart,  and  accepts  his  conclusions,  with- 
out recognizing  the  inherent  weakness  of  the  argument.  In  a  later 
work,  however,  Graziani  parts  company  with  Cohen-Stuart,  for  the 
reasons  mentioned  above,  but  still  upholds  progressive  taxation, 
basing  his  defense  on  the  proposition  that  progressive  taxation  is 
necessary  in  order  to  attain  equality  of  value,  when  the  diminution 
in  the  marginal  grade  of  utility  takes  place,  not  in  the  same  propor- 
tion as  the  increase  of  income,  but  in  a  greater  proportion.  (See 
Graziani,  Institusioni  di  Scienza  delle  Finanse,  1897,  p.  304.)  On  the 
other  hand,  the  work  of  the  Spanish  economist  Piemas-Hurtado, 
Tratado  de  Hacienda  Publica,  iSpi,  confesses  that  no  exact  or 
mathematical  relation  can  be  established.  But  the  author  neverthe- 
less posits  the  principle  of  "liquid  assets,"  haberes  liquidos,  as  the 
basis  of  taxation,  meaning  by  this  a  determination  of  the  individual 
economic  situation,  as  gauged  by  the  necessary  expenses.  This,  he 
thinks,  means  neither  proportional  nor  prog^'essive  taxation,  but 
an  adjustment  to  each  individual  case.  Cf,  vol  i,  pp.  502,  312.  This 
is  obviously  too  vague  to  be  made  the  basis  of  a  scientific  discus- 
sion. 
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F.     Recent  English  and  American  Writers, 

More  recentiy  another  interpretation  of  the  sacrifice 
theory  has  been  advanced  by  Professors  Edgeworth  and 
Carver.  Professor  Edgeworth  claims^  that  the  real 
ethical  principle  is  not  equal  sacrifice  but  minimum  sacri- 
fice. Starting  from  the  Benthamite  utilitarianism,  he 
contends  that  the  greatest  happiness  principle  implies  that 
"the  total  net  utility  theory  procured  by  taxation  should 
be  a  maximum."  This,  however,  he  thinks  "reduces  to  the 
contention  that  the  total  disutility  should  be  a  minimum." 
It  follows  from  this  "in  general  that  the  marginal  disutil- 
ity incurred  by  each  tax  payer  should  be  the  same."^ 
Hence,  instead  of  "equal  sacrifice"  we  should  speak  of 
"equi-marginal  sacrifice,"®  t.  e,  that  the  margin  of  sac- 
rifice of  each  should  be  the  same.  Since  the  sacrifice 
of  each  would  at  this  point  be  the  least  in  amount,  we 
have  the  realization  of  the  principle  of  "minimum  sacri- 
fice." 

Professor  Edgeworth  is  too  keen  a  thinker  not  to  real- 
ize what  this  implies.  He  tells  us  that  the  "solution  of  the 
problem  is  that  the  higher  incomes  should  be  cut  down  to 
a  certain  level,"  or  that  "the  richer  should  be  taxed  for  the 
benefit  of  the  poorer  up  to  the  point  at  which  complete 
equality  of  fortunes  is  attained."  Yet  as  a  practical  man 
he  shrinks  from  this  conclusion.  "The  acme  of  socialism 
is  thus  for  a  moment  sighted,  but  it  is  immediately  clouded 
over  by  the  doubts  and  reservations."  The  "enormous  in- 
terposing chasms  which  deter  practical  wisdom   from 

*"The    Pure   Theory   of  Taxation,"   in   Economic  Journal,   vii 
(1897),  pp.  551-571. 
■  Op.  cit,  p.  553. 
•  Op.  cit.,  p.  564. 
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noving  directly  toward  that  ideal"  are,  according  to  Pro- 
fessor Edgeworth,  the  dangers  of  any  forcible  equaliza- 
aon  of  wealth  which  appeared  to  Sidgwick  to  consist  in 
I  diminution  of  production  and  an  increase  of  popula- 
:ion,*  and  to  Mill  to  consist  in  the  menace  to  liberty. 

The  objection  will  at  once  arise  that  a  theory  which 
iccording  to  the  confession  of  its  author  is  so  com- 
pletely inapplicable  is  perhaps  of  no  real  validity.  Its  im- 
practicability renders  it  subject  to  grave  suspicion.  More- 
over, as  has  been  well  pointed  out  by  Dr.  Weston,^  not 
only  is  it  by  no  means  certain,  even  from  the  standpoint 
of  "pure  theory"  that  the  largest  sum  total  of  utility  is  the 
real  aim  of  political  action,  but  it  is  also  true  that  the 
ninimum-sacrifice  theory  assumes  as  a  basis  of  action  a 
principle  which  is  quantitatively  as  indeterminable  as  any- 
:hing  that  is  to  be  found  in  the  equal-sacrifice  theory  of 
Mill,  Sax  or  Meyer.  As  Weston  furthermore  says,  it  is 
'strange  that  one  who  is  par  excellence  a  mathematical 
economist  should  find  satisfaction  in  a  theory  based  on  a 
principle  that  does  not  even  permit  of  an  exact  mathe- 
matical expression,"  since,  in  the  words  of  Edgeworth 
limself,  "the  reasoning  from  the  principle  of  minimum 
sacrifice  assumes  no  exact  relation  between  utility  and 
neans."^ 

The  minimum-sacrifice  theory  is  thus  really  not  a  whit 
nore  successful  than  the  equal-sacrifice  theory  and  pos- 
sesses the  additional  disadvantage  of  being  less  applicable 
:o  the  problems  of  actual  life. 

*It  might  appear  from  Professor  Edgworth's  statement  that 
Sidgwick  approved  of  the  minimum  sacrifice  theory.  This  is,  how- 
ever, not  the  fact    See  above,  p.  262. 

■Stephen  F.  Weston,  Principles  of  Justice  in  Taxation,  in  Co- 
umbia  University  Studies  in  History,  Economics  and  Public  Law, 
Tol  xvii,  no.  2,  (1903),  P-  205. 

•  Edgeworth,  op,  cit,,  p.  567. 
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Professor  Carver,  who  reached  similar  conclusions  at 
almost  the  same  time,  but  in  an  independent  fashion,  lays 
down  the  principle  somewhat  differently.'^  According 
to  Professor  Carver  the  really  logical  equality  of  sacrifice 
is  the  equality  of  marginal  sacrifice,  which  is  only  another 
way  of  putting  the  principle  of  minimum  sacrifice.  The 
true  criterion  of  justice  in  the  distribution  of  the  burdens 
of  taxation  is,  according  to  him,  the  least  evil  to  the  least 
number.  The  evils  of  taxation,  however,  are  two-fold — 
the  sacrifice  to  those  who  pay  the  taxes  and  the  repression 
of  industry  and  of  enterprise  which  the  taxes  occasion. 
The  minimum  of  repression  is  secured  by  an  equality  of 
sacrifices;  but  the  minimum  of  total  sacrifice  is  attained 
by  an  extreme  form  of  progressive  taxation,  which  re- 
sults in  the  greatest  inequalities  of  sacrifice  and  which 
would  have  the  most  violent  and  disastrous  repressive 
consequences.  Hence  sacrifice  alone  cannot  be  considered 
as  the  most  important  consideration,  and  it  is  only  by  com- 
bining the  two  points  of  view  that  we  can  reach  a  prac- 
tical progressive  scale.® 

In  another  place,  however.  Professor  Carver  puts  his 
thought  a  little  differently.  There  are  really  two  kinds 
of  sacrifice — the  direct  sacrifice  to  the  individual  in  hav- 
ing his  income  curtailed  by  the  amount  of  the  tax,  and  the 
indirect  sacrifice.  Any  tax,  which  represses  a  desirable 
industry  or  form  of  activity,  imposes  a  sacrifice  not  only 
upon  him  who  pays  it,  but  also  upon  those  who  are  de- 
prived of  the  services  or  the  products  of  the  repressed  in- 
dustry. Taxes  should,  therefore,  be  apportioned  in  such 
a  way  as  to  impose  the  smallest  sum  total  of  sacrifice  of 

^T.  N.  Carver,  "The  Ethical  Basis  of  Distribution,"  in  the 
Annals  of  the  American  Academy  of  Political  and  Social  Science, 
vi  (1895),  p.  97;  and  "The  Minimum  Sacrifice  Theory  of  Taxation," 
in  the  Political  Science  Quarterly,  xix  (1904),  pp.  66-79. 

*  Annals  of  the  American  Academy,  vi,  p.  99. 
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these  two  kinds.*  This  means  a  moderately  progressive 
rate,  because  the  drastic  scale  which  would  follow  from 
the  principle  of  direct  sacrifice  would  have  to  be  counter- 
balanced by  the  somewhat  composite  scale  which  would 
ensue  from  the  principle  of  indirect  sacrifice. 

The  weakness  of  this  ingenious  argument  is  due  to  the 
fact  that  the  indirect  sacrifice  of  which  Professor  Carver 
speaks  has  no  necessary  relation  to  the  progressive  scale. 
The  repressiveness  of  a  tax  is  due  far  more  to  the  nature 
of  the  tax  than  to  any  scale  of  graduation.  In  the  case 
of  certain  taxes  on  production  a  high  proportional  tax 
would  be  exceedingly  repressive;  while  in  the  case  of 
other  taxes,  not  even  a  progressive  tax  would  be  repres- 
sive. As  Professor  Carver  himself  points  out,  a  progres- 
sive tax  on  land  would  not  repress  ownership  of  land,  a 
progressive  tax  on  inheritances  would  not  repress  inher- 
itance. The  same  argument  might  be  applied  to  general 
income  taxes,  where  the  incomes  cannot  be  brought  into 
relation  with  any  particular  kind  of  production,  and  where 
a  progressive  rate  would  thus  not  repress  any  particular 
product.  The  argument,  moreover,  would  equally  apply 
to  a  general  property  tax,  where  the  tax  is  assessed  on 
no  particular  class  of  property,  but  on  the  total  wealth  of 
the  individual. 

We  must  not  confuse  the  two  largely  disparate  facts. 
The  indirect  sacrifice  of  which  Professor  Carver  speaks 
may  have  no  connection  at  all  with  the  direct  sacrifice 
of  the  taxpayer,  and  according  to  Professor  Carver's  own 
doctrine  there  is  no  reason  why  taxes  on  general  property 
or  income  or  land  or  inheritances  should  not  be  arranged 
according  to  a  well-nigh  confiscatory  scale.  ^^^    The  mini- 


*  Political  Science  Quarterly,  xix,  p.  72. 

"•"A  progressive  tax  is  therefore  to  be  commended  unless  the 
rate  of  progression  is  made  so  high  as  to  discourage  the  receivers 
of  large  incomes  from  trying  to  increase  them."    Political  Science 
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mum-sacrifice  theory  thus  to  all  intents  and  purposes  be- 
comes equivalent  to  the  confiscatory  or  socialistic  theory 
which  has  been  discussed  above. 

Hence  neither  in  the  version  of  Professor  Edgeworth 
nor  in  that  of  Professor  Carver  does  the  doctrine  of  mini- 
mum sacrifice  afford  us  any  real  help  or  constitute  any  im- 
provement upon  the  doctrine  of  equal  sacrifice. 


Quarterly,  xix,  p.  79.  No  tax  short  of  one  hundred  per  cent  would 
completely  discourage  this,  and  at  all  events  it  would  take  far  more 
than  the  "moderately  progressive  tax,"  of  which  Professor  Carver 
speaks,  to  accomplish  this  result 
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CHAPTER  IV. 

CONCLUSION. 

We  have  thus  far  learned  the  chief  arguments  urged 
for  and  against  progressive  taxation.  We  have  seen  the 
inadequacy  of  the  socialistic  as  well  as  of  the  compensa- 
tory theories  in  favor  of,  and  the  weakness  of  the  benefit 
theory  in  opposition  to,  the  doctrine  of  prc^^ression.  We 
have  analyzed  more  closely  the  equal-sacrifice  doctrine 
and  have  found  that  it  is  inadequate  to  serve  as  the  basis 
of  a  definite  and  infallible  scale  of  progression.  Are  we 
then  to  abandon  progressive  taxation  in  theory  ? 

Before  answering  this  question,  it  will  be  desirable  to 
revert  to  the  fundamental  conception  of  faculty  or  abil- 
ity, which  is  after  all  the  best  standard  we  have  of  the 
measure  of  general  obligation  to  pay  taxes,  and  to  seek 
to  ascertain  what  the  faculty  theory  in  its  wisest  interpre- 
tation can  teach  us  in  the  matter. 

President  Walker's  definition  of  faculty  is  well  known. ^ 
Faculty,  says  he,  is  "the  native  or  acquired  power  of  pro- 
duction." If,  however,  we  analyze  faculty  more  closely, 
in  the  sense  in  which  we  instinctively  use  the  word  in  tax 
matters,  we  see  that  it  means  something  more  than  that 
It  not  only  implies  native  or  acquired  power  of  production, 
but  includes  at  least  also  the  opportunity  of  putting  these 
powers  to  use,  as  well  as  the  manner  in  which  the  powers 
are  actually  employed  and  the  results  of  their  use  as  meas- 
ured by  the  periodical  or  permanent  accretion  to  the  pro- 
ducer's possessions.  We  have  seen  how  the  original  idea 
was  that  represented  by  President  Walker,  but  how  this 

*F.  A.  Walker,  "The  Bases  of  Taxation,"  in  Political  Scunce 
Quarterly,  iii  (188B),  p.  14. 
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was  soon  supplanted  by  the  more  real  and  practicable  tests, 
first  of  property  (or  permanent  accretion),  then  of  in- 
come (or  periodical  accretion).  But,  furthermore,  fac- 
ulty connotes  an  additional  conception.  It  means  not  only 
powers  of  production  or  results  of  powers  of  production, 
but  also  the  capacity  to  make  use  of  these  powers  or  of 
these  results — ^the  capacity  in  other  words  of  enjoying 
the  consequences  of  the  exertions.  It  is  this  latter  con- 
ception which  has  been  developed  by  recent  writers,  al- 
though they  have  carried  it  to  an  extreme  just  as  one- 
sided as  that  represented  by  the  advocates  of  the  earlier 
theories.  The  elements  of  faculty,  then,  are  two-fold — 
those  connected  with  acquisition  or  production,  and  those 
connected  with  outlay  or  consumption.  What  is  the  ap- 
plication to  the  topic  in  hand? 

If  we  regard  only  the  first  set  of  elements,  it  is  evident 
that  the  possession  of  large  fortunes  or  of  large  incomes 
in  itself  affords  the  possessor  a  decided  advantage  in  aug- 
menting his  possessions.  The  facility  of  increasing  pro- 
duction frequently  grows  in  more  than  arithmetical  pro- 
portion. A  rich  man  may  be  said  to  be  subject  to  a  cer- 
tain sense  to  the  law  of  increasing  returns.  The  more 
he  has,  the  easier  it  is  for  him  to  acquire  still  more.  The 
initial  disadvantages  have  been  overcome.  This  was 
emphasized  already  by  Adam  Smith,  when  he  said :  "A 
great  stock,  though  with  small  profits,  generally  increases 
faster  than  a  small  stock  with  great  profits.  Money, 
says  the  proverb,  makes  money.  When  you  have  got  a 
little,  it  is  often  easy  to  get  more.  The  gjeat  difficulty 
is  to  get  that  little."^  In  fact  the  same  idea  was  origin- 
ally pointed  out  by  Rousseau  two  decades  earlier  as  an 
additional  argument  for  progressive  taxation.  "The  dif- 
ficulty of  acquisition,"  he  tells  us,  "always  grows  in  pro- 

■  Wealth  of  Nations,  book  i,  chap.  9. 
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portion  to  one's  needs.  Nothing  is  made  with  nothing: 
that  is  as  true  in  business  as  in  physics.  Money  is  the 
seed  of  money,  and  the  first  pistole  is  sometimes  more 
difficult  to  earn  than  the  second  million."'  While  the 
native  power  of  production  in  other  words  remains  as 
before,  this  "acquired  power"  has  greatly  augmented. 
Hence,  from  the  point  of  view  of  production  faculty  may 
be  said  to  increase  more  rapidly  than  fortune  or  income. 
This  element  of  taxable  capacity  would  hence  not  illog- 
ically  result  in  a  more  than  proportionate  rate  of  taxation. 
On  the  other  hand,  the  elements  of  faculty  which  are 
connected  with  outlay  or  consumption,  bring  us  right  back 
again  to  the  sacrifice  theory.  While  the  idea  of  faculty 
includes  that  of  sacrifice,  however,  the  two  ideas  are  not 
coextensive.  Faculty  is  the  larger,  sacrifice  the  smaller 
conception.  Faculty  includes  two  sets  of  considerations, 
sacrifice  only  one.  While  the  sacrifice  theory  in  itself,  as 
we  have  seen,  is  not  sufficiently  cogent  to  lead  to  the  de- 
mand for  any  fixed  scale  of  progression,  its  influence  in 
the  other  direction  is  assuredly  not  strong  enough  to  out- 
weigh the  productive  elements  of  faculty,  which  seem  to 
imply  progressive  taxation.  In  fact,  we  may  go  farther 
and  say  that  the  sacrifice  theory,  or  consumption  element 
in  faculty,  can  certainly  not  be  used  as  an  argument  in- 
evitably leading  to  proportional  taxation.  If  it  does  not 
necessarily  lead  to  any  definite  scale  of  progression,  much 
less  can  it  necessarily  lead  to  a  fixed  proportional  taxa- 
tion. But  if  we  never  can  reach  an  ideal,  there  is  no  good 
reason  why  we  should  not  strive  to  get  as  close  to  it  as 


'"La  difficult^  d'acqu^rir  croit  tou jours  en  raison  du  besoin.  On 
ne  fait  rien  avec  rien;  cela  est  vrai  dans  les  affaires  comme  en 
physique;  Targent  est  la  semence  de  I'argent,  et  la  premise  pistole 
est  quelquefois  plus  difficile  i  gagner  que  le  second  million."  Rous- 
seau, Discours  sur  I'Oeconomie  Politique,  1758,  p.  63.  See  above 
pp.  192-4. 


Digitized  by 


Google 


8s  5  ]  Progressive  Taxation  in  Theory  and  Practice    293 

possible.  Equality  of  sacrifice,  indeed,  we  can  never  at- 
tain absolutely  or  exactly,  because  of  the  diversity  of  indi- 
vidual wants  and  desires.  It  is  nevertheless  most  proba- 
ble, however,  that  in  the  majority  of  normal  and  typical 
cases,  we  shall  be  approaching  more  closely  to  the  desired 
equality  by  some  departure  from  proportional  taxation. 
In  certain  cases  even,  regressive  taxation  might  accom- 
plish the  result  best,  in  other  cases  proportional  taxation 
would  be  the  most  serviceable.  If  we  take  a  general  view, 
however,  and  treat  of  the  average  man — ^and  the  govern- 
ment can  deal  only  with  classes,  that  is,  with  average 
men- — it  seems  probable  that  on  the  whole  less  injustice 
will  be  done  by  adopting  some  form  of  progression  than 
by  following  the  universal  rule  of  proportion.  A  strictly 
proportional  rate  will  make  no  allowance  for  the  exemp- 
tion of  the  minimum  of  subsistence.  It  will  be  a  heavier 
burden  on  the  typical  average  poor  man  than  on  the  t)rpi- 
cal  average  rich  man.  It  will  be  apt  to  be  felt  with  rela- 
tively more  severity  by  the  average  man  who  has  only  a 
small  surplus  above  socially  necessary  expenses,  than  by 
the  average  man  who  has  a  proportionally  larger  surplus. 
It  will  in  short  be  likely  in  normal  cases  to  curtail  dispro- 
portionately the  enjoyments  of  different  social  classes. 

Hence,  if  we  base  our  doctrine  of  the  equities  of  taxa- 
tion on  the  theory  of  faculty,  both  the  production  and  the 
consumption  sides  of  the  theory  seem  to  point  to  progres- 
sive taxation  as  at  all  events  neither  more  illogical  nor 
more  tmjust  than  proportional  taxation.  It  may,  indeed, 
frankly  be  conceded  that  the  theory  of  faculty  cannot  de- 
termine any  definite  rate  of  progression  as  the  ideally 
just  rate.  To  this  extent  there  seems  to  be  some  truth  in 
Mill's  contention  that  progressive  taxation  cannot  give 
that  "degree  of  certainty"  on  which  a  legislator  should  act ; 
as  well  as  in  McCulloch's  assertion  that  when  we  abandon 
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proportion  we  "are  at  sea  without  rudder  or  compass."* 
It  is  true  that  proportion  is  in  one  sense  certain,  and  that 
progression  is  uncertain.  The  argument,  however, 
proves  too  much.  An  uncertain  rate,  if  it  be  in  the  gen- 
eral direction  of  justice,  may  nevertheless  be  preferable  to 
a  rate  which,  like  that  of  proportion,  may  be  more  certain 
without  being  so  equitable.  Half  a  loaf  is  better  than  no 
bread.  Stability  is  assuredly  a  good  thing.  ^  It  is  highly 
questionable,  however,  whether  a  stability  which  is  nec- 
essarily unjust  is  preferable  to  an  instability  that  works  in 
the  general  direction  of  what  is  recognized  as  justice.  All 
governmental  actions  which  have  to  do  with  money  rela- 
tions of  classes  are  necessarily  more  or  less  arbitrary.  The 
fines  imposed  by  the  courts,  the  fixing  of  the  rates  of  im- 
port duties  or  of  excise  taxes  are  always,  to  a  certain  ex- 
tent, inexact.  In  truth,  a  strict  proportional  tax,  if  we 
accept  the  point  of  view  mentioned  above,  is  really  more 
arbitrary  as  over  against  the  individual  taxpayers,  than  a 
moderately  progressive  tax.  The  ostensible  "certainty" 
hence  involves  a  really  greater  arbitrariness. 

In  the  same  way,  the  other  argtiments  often  advanced 
against  progression  seem  to  be  in  some  measure  destitute 
of  foundation.^ 


*This  familiar  argument,  as  to  the  arbitrary  character  of  pro- 
gressive taxation,  is,  perhaps,  best  put  by  Lccky,  Democracy  and 
Liberty,  i,  p.  286  et  seq. 

•  The  objections  commonly  urged  are  well  summed  up  in  Bastable, 
Public  Finance,  1892,  pp.  285-289;  3rd  ed.,  1903,  pp.  308-313.  They 
arc  also  impressively  catalogued  in  the  brief  of  ex-President  Harri- 
son, Messrs.  Guthrie  and  Prussing,  acting  as  counsel  for  plaintiffs 
in  the  Illinois  Inheritance  Tax  Cases,  before  the  Supreme  Court  of 
the  United  States  in  1897.  See  esp.  pp.  42  et  seq.  of  the  brief,  as  well 
as  the  oral  arguments  of  Messrs.  Guthrie  and  Harrison. 

Among  the  more  important  of  the  earlier  arguments  opposed  to 
progressive  taxation  must  be  mentioned  those  advanced  at  the  time 
of  the  French  Revolution,  especially  by  Dauchy,  Saint-Aubin  and 
Jollivet.     Cf,  Dauchy,  Rapport  contre  le  Systime  de  Flmpot  Pro- 
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The  most  common  objection  is  that  of  confiscation. 
This  can  be  traced  back  as  far  as  the  time  of  Guicciardini. 
Confiscation,  he  thinks,  is  an  inevitable  result  of  progres- 
sive taxation.  "It  lies  in  the  nature  of  things  that  the  be- 
ginnings are  slight,  but  unless  great  care  is  taken  the  rates 
will  multiply  rapidly,  and  finally  reach  a  point  that  no  one 

gressif  fait  d  la  Siance  du  10  Frimaire,  an  IV  (Dec.  i,  1795)  ;  Saint- 
Aubin,  Encore  quelques  Reflexions  sur  VEmprunt  Ford,  n.  d. 
(1795) ;  Jollivet,  De  Vlmpbi  Progress^  et  du  Morcellement  des 
PatrimoineSf  an  V  (1796) ;  Jollivet,  PitiHon  au  Conseil  des  Cinq 
Cents  contre  VEmploi  des  Progressions  dans  les  Contributions  et  les 
Emprunts  Fords,  II  Thermidor  an  VII  (1798).  Jollivet,  who  made 
the  most  elaborate  attempt  to  refute  the  progressive  principle,  sums 
up  his  objections  as  follows: 

"II  d^tache  I'individu  de  Texercice  de  son  industrie  ct  du  droit 
de  propriete  qui  en  est  la  recompense. 

"II  est  contraire  au  pacte  social  et  k  la  constitution. 

"II  corrompt  toutes  les  classes  de  la  soci^6,  riches  et  pauvres. 

"II  d^truit  successivement  les  productions  de  la  nature  et  de 
rindustrie  par  la  division  et  le  morcellement  i  I'infini  des  patri- 
moines ;  de-1^  la  disette,  puis  la  famine. 

"II  augmente  Tint^ret  de  Targent. 

"II  viole  ouvertement  le  principe  de  T^galite  proportionnelle  entre 
les  locality  et  les  communes. 

"II  intervertit  les  fortunes,  en  rendant  plus  riches  qu'un  autre  celui 
qui  r^tait  moins. 

"II  porte  la  corruption  jusques  dans  ses  propres  agens. 

"II  d^ade  les  autres  contributions  publiques,  et  conduit  tris 
rapidement  i  la  banqueroute. 

"II  apprend  aux  hommes  i  se  mieux  d^ober  k  Timpot. 

"II  ^eint  en  eux  Tamour  de  la  patrie. 

"Cet  impot  est  done  le  plus  redoubtable  ennemi,  Tadversaire  le 
plus  dangereux  que  la  malveillance  puisse  jamais  opposer  a  I'etab- 
lissement  ou  k  la  conservation  de  la  r^ublique. 

"Qu*est-ce  done  Timpot  progressif.  Une  loi  agraire  deguise  im- 
possible a  r^aliser.  Veut-on  insister  .  .  .  Alors  I'impot  progressif 
se  detruit  de  lui-meme,  il  ne  pent  avoir  aucune  duree,  en  un  mot, 
il  porte  avec  lui  son  principe  de  destruction,  puisque  sa  mati^re  im- 
posable  doit  se  derober  successivement  i  tous  les  6gards,  et  dispa- 
raitre  enHn  par  la  division  et  le  morcellement  des  patrimoines. 

"Ainsi  done,  en  derni^re  analyse,  c'est  le  vautour  d^chirant  ses 
propres  entrailles."    De  Vlmpot  Progressif,  pp.  94-96. 
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could  have  foreseen.*  The  natural  result  of  this  is  that 
virtue,  industry  and  application  are  replaced  by  laziness, 
rapacity,  treachery,  foul  words  and  worse  deeds.''  All  of 
which  things  are  as  sweet  morsels  to  the  taste,  the  effects 
of  which,  however,  will  finally  show  that  we  have  been 
dealing  with  a  poison."®  Although  the  substance  of  this 
argument  has  frequently  been  repeated  in  modem  times, 
the  objection  that  progression  is  confiscation  because  it 
must  finally  end  by  swallowing  up  the  entire  capital  may 
be  obviated,  as  we  have  seen,  by  making  the  rate  of  pro- 
gression itself  degressive ;  so  that  it  would  become  impos- 
sible to  reach  one  hundred  per  cent  or  any  like  percentage 
of  large  fortunes. 

The  objection  that  it  is  a  fine  imposed  on  industry  and 
saving  is  really  applicable  not  to  progressive  taxation  as 
such,  but  to  the  whole  system  of  taxation  on  property  or 
income.  The  logical  conclusion  from  this  would  be  the 
demand  for  taxation  only  on  expense;  and  even  that 
would  be  to  a  certain  extent  a  tax  on  industry.  It  is  dif- 
ficult to  see,  however,  why  industry  and  saving  should  not 
be  taxed,  if  they  increase  capacity  to  pay  taxes;  and  it  is 
still  more  difficult  to  see  how  we  can  avoid  taxing  indus- 

During  the  revolution  of  1848  the  objections  to  progressive  tax- 
ation were  again  vigorously  advanced  in  France,  especially  by  Parieu 
in  a  legislative  committee  report,  and  by  Servi^re  and  Charency  in 
the  legislature.  These  are  all  summed  up  and  discussed  in  detafl  by 
Vauthier,  De  I'lmpot  Progressif,  1851,  pp.  9,  55,  As  to  Parieu,  sec 
above,  p.  231. 

'"£  la  natura  della  cose  che  i  principii  cominciano  piccoli;  ma  si 
I'uomo  non  awertisce,  moltiplicano  presto  e  scorrono  in  luoglio  che 
poi  nessuno  a  tempo  prowedervi."  Guicciardini,  p.  337.  Cf,  op.  cit, 
above  on  page  135. 

^"D'onde  in  luogo  della  virtu,  della  industria,  dello  affaticarsi, 
nascono  ozio,  rapacita,  ignavia  e  male  parole  e  peggiori  fatti." 

•  "Le  quali  cose  paranno  al  gusto  cibi  dold,  ma  gli  eflFetti  mostre> 
ranno  alle  fine  che  sara  stato  veleno." 
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try.  Furthermore,  it  is  a  mistake  to  assume  that  larger 
fortunes  are  always  the  result  of  individual  saving.  The 
argument,  in  short,  is  not  an  argument  against  progres- 
sion, but  against  taxation  in  general.  If  a  moderately 
progressive  tax  is  really  more  equitable  than  a  strictly 
proportional  tax,  progression  will  be  less  of  a  fine  on 
thrift  and  industry  than  proportion  would  be. 

Again,  the  argument  that  progressive  taxes  are  not 
productive  of  revenue  is  of  slight  weight.  The  con- 
tention has  never  been  urged  that  progressive  taxes  yield 
less  than  proportional  taxes ;  at  most  it  has  been  claimed 
simply  that  they  do  not  yield  more.  The  f imction  of  pro- 
gressive taxation,  however,  as  has  already  been  pointed 
out  in  a  previous  chapter,  is  not  so  much  to  secure  in- 
creased revenue  as  to  apportion  the  burden  more  equably 
among  the  taxpayers.  If  it  is  conceded  that  the  progres- 
sive tax  is  more  equitable  than  the  proportional  tax  it  is 
quite  immaterial  whether  it  yields  more  revenue  or  not 

Finally,  a  somewhat  widespread  objection  to  progres- 
sive taxation  is  contained  in  the  argument  which  has  been 
well  put  by  Lecky,  when  he  tells  us  that  highly  graduated 
taxation  realizes  most  completely  the  supreme  danger  of 
democracy,  creating  a  state  of  things  in  which  one  class 
imposes  on  another  burdens  which  it  is  not  asked  to  share, 
and  impels  the  state  into  vast  schemes  of  extravagance 
imder  the  belief  that  the  whole  cost  will  be  thrown  upon 
others.  "The  belief  is  no  doubt  very  fallacious,  but  it  is 
very  natural,  and  it  lends  itself  most  easily  to  the  clap- 
trap of  dishonest  politicians.  Such  men  will  have  no 
difficulty  in  drawing  impressive  contrasts  between  the 
luxury  of  the  rich  and  the  necessities  of  the  poor,  and 
in  persuading  ignorant  men  that  there  can  be  no  harm  in 
throwing  great  burdens  of  exceptional  taxation  on  a 
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few  men,  who  will  still  remain  immeasuraUy  richer  than 
themselves."* 

The  same  point  has  been  urged  by  an  American,  Mr. 
W.  D.  Guthrie,  in  an  argument  opposing  the  constitu- 
tionality of  the  so-called  "Dudley  Bill"  passed  by  the 
Legislature  of  New  York  in  1897,  providing  for  a  pro- 
gressive inheritance  tax,  and  which  was  in  consequence 
vetoed  by  Governor  Black.  "The  great  danger  of  all 
democracies,"  says  Mr.  Guthrie,  "is  that  one  class  votes 
the  taxes  for  another  class  to  pay.  Heretofore,  our  bul- 
wark has  been  that,  as  all  taxes  were  equally  and  uni- 
formly imposed,  classes  could  not  be  discriminated 
against,  and  this  protected  all.  .  .  .  Introduce  the 
policy  of  graduated  taxes,  establish  the  doctrine  that  they 
are  permissible  under  our  system,  and  the  whole  burden 
of  taxation  can  be  thrown  on  a  few  rich."*^  To  this 
argument,  which  is  obviously  political  rather  than  eco- 
nomic in  character,  it  may  be  replied  that  the  fears  here 
expressed  have  not  been  realized  in  practice,  and  that  the 
reasoning,  if  carried  to  its  logical  conclusion,  would  result 
in  a  complete  distrust  of  democratic  government  as  such. 
There  is  no  advantage  in  conjuring  up  fanciful  dangers 
which  have  been  disproved  by  experience. 

While  the  theoretical  objections  to  progressive  taxation 
are  thus  in  large  measure  destitute  of  foundation,  it  is 
possible  to  draw  only  this  rather  vague  conclusion  as  to 
the  general  Intimacy  of  the  principle  of  progression.*^ 

•  Lecky,  Democracy  and  Liberty,  i,  p.  287. 

^Argument  of  William  D,  Guthrie,  submitted  to  the  Hon,  Prank 
S,  Black,  Governor  of  the  State  of  New  York,  in  opposition  to  the 
Dudley  Bill,  imposing  a  graduated  inheritance  or  transfer  tax,  i8p7, 
pp.  16,  17. 

^This  is  also  the  conclusion  of  Armitage-Smith  in  his  Principles 
and  Methods  of  Taxation,  1906,  p.  52 :  "On  the  whole  the  argument 
for  g^'aduation  on  a  rational  and  moderate  scale  seems  to  be  valid: 
it  helps  to  satisfy  the  demands  of  equity  and  productiveness,  if  the 
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The  practical  application  of  the  principle  on  the  other 
hand  depends  on  a  series  of  important  considerations. 

In  the  first  place  we  are  confronted  by  the  question  of 
incidence.  If  the  theory  of  general  diffusion  of  taxation 
be  true,  it  makes  no  difference  whether  we  levy  a  propor- 
tional or  a  progressive  tax.  For,  since  the  tax  would 
ultimately  be  shifted  to  the  consumer,  the  taxpayer  would 
not  be  injured,  while  the  consumer  would  bear  the  tax 
only  in  proportion  to  what  he  consumed.  It  is  a  singular 
fact  that  this  questionable  procedure  of  the  advocates  of 
the  diffusion  theory  has  always  been  overlooked.  For  the 
most  heated  opponents  of  progressive  taxation  have  been, 
like  Thiers,  advocates  of  the  diffusion  theory  of  taxation,, 
without  perceiving  the  weakness  of  their  position.  The 
diffusion  theory  of  taxation,  however,  we  know  to  be  far 
from  correct.*^  Nevertheless,  to  the  extent  that  taxes 
really  are  shifted  from  the  taxpayer,  the  problem  of  pro- 
gression loses  its  importance.  For  if  taxes  are  actually 
shifted,  the  rate  in  the  first  instance  is  of  no  essential 
consequence.  It  is  only  in  so  far  as  we  assume  that 
so-called  direct  taxes  remain  where  they  are  put,  that  the 
considerations  of  faculty  or  ability  are  of  any  weight. 
How  far  this  assumption  is  true  has  been  investigated  in 
another  place.  For  the  purpose  of  the  theoretical  discus- 
sion it  may  be  taken  for  granted  that  the  problem  of  pro- 
gression versus  proportion  must  be  treated  on  the  hypoth- 
esis that  the  assumption  is  true.  When  we  come  to  con- 
struct a  progressive  scale  in  practice,  however,  we  must 
be  careful  to  ascertain  how  far  the  assumption  conforms 
to  reality.     A  progressive  scale  of  taxation  which  does 

principle  be  limited  to  a  few  direct  taxes  in  a  mixed  system.  It  is 
also  the  general  conclusion  of  Professor  Henry  C.  Adams  in  his 
Science  of  Finance,  1898,  pp.  352-353- 

"See  Seligman,  On  the  Shifting  and  Incidence  of  Taxation,  2nd 
ed.,  1899. 
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not  reach  individual  faculty  at  all  is  as  luinecessary  as  it 
is  illogical. 

Secondly,  the  defence  of  precession  rests  on  the 
theory  that  it  is  applicable  to  general  taxation,  taken  as 
a  whole.  It  is  based  on  the  assumption  that  taxes  are 
paid  out  of  revenue,  and  that  the  whole  system  is  framed 
with  this  end  in  view.  It  is  obviously  an  immensely 
difficult  task,  however,  to  shape  a  whole  system  of  taxa- 
tion so  that  the  average  general  rate  will  be  a  moderately 
progressive  one.  Actual  systems  of  taxation  are  of  the 
most  varied  kinds.  In  some  taxes  it  is  impracticable  to 
introduce  a  progressive  scale,  as  they  are  by  their  very 
nature  proportional,  so  e.  g.,  tithes  or  poll  taxes, — for  a 
graduated  poll  tax  is  really  not  a  poll  tax  at  all  but  a  class 
tax.  In  other  cases  the  taxes  in  actual  life  are  even 
regressive,  as  in  the  case  of  many  of  the  indirect  taxes. 
It  would  be  impossible  thoroughly  to  carry  out  the  prin- 
ciple of  general  progression  unless  we  had  a  single  uni- 
versal income  tax,  or  a  single  property  tax.  But  no 
prominent  writer  to-day  favors  a  single  income  tax,  or  a 
single  property  tax,  or  for  that  matter  a  single  tax  of  any 
kind.  Thus  in  advocating  the  system  of  progression  we 
must  have  regard  to  the  facts  of  the  individual  case,  and 
to  the  general  sentiment  of  the  community.  In  the  United 
States,  for  instance,  the  general  property  tax  in  its  prac- 
tical operation  is  largely  r^ressive,  especially  in  so  far  as 
personalty  is  concerned.  The  tax  reformers  have  quite 
enough  to  occupy  their  attention  in  the  endeavor  to  make 
the  rate  really  proportional,  before  bothering  themselves 
with  the  more  ideal  stage  of  progression.  It  is  all  the 
more  worthy  of  consideration,  however,  whether  other 
taxes  may  not  properly  be  levied  according  to  the  pro- 
gressive principle.  It  is  more  than  likely  that  a  number 
of  moderate  progressive  taxes  would  after  all  simply 
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result  in  securing  an  average  proportional  rate  for  the 
whole  system  of  taxation.  We  have  in  fact  seen^*  that 
some  defenders  of  proportion  in  theory  admit  the  legiti- 
macy of  certain  progressive  taxes  as  a  compensation  for 
other  really  regressive  taxes.  In  practice,  then,  it  is  pos- 
sible frequently  to  demand  progressive  taxes  without 
being  at  all  so  extreme  or  so  "communistic"  as  many 
persons  believe. 

Thirdly,  the  defence  of  progressive  taxation  rests  on 
the  assumption  of  faculty  as  the  basis  of  taxation.  While 
this  is  indeed  true  of  taxation  as  a  whole,  for  general 
state  purposes,  it  is  questionable  whether  the  principle  of 
benefits  is  not  of  some  weight  in  problems  of  purely  local 
and  municipal  finance.  A  discussion  of  the  contest  be- 
tween these  two  principles  and  of  the  limits  of  their  rela- 
tive applicability  to  different  phases  of  public  revenues 
would  take  us  too  far  astray  here.  It  may,  however,  be 
said  that  it  is  coming  more  and  more  to  be  recognized  that 
within  the  domain  of  the  taxing  power  the  principle  of 
benefits  should  be  followed  to  some  extent  in  strictly  local 
finance.^*  If  this  is  true,  the  principle  of  progression  will 
be  of  rather  more  limited  application  to  some  of  the 
charges  employed  for  the  support  of  local  government; 
for  the  theory  of  benefits,  as  we  have  seen,  leads  logically 
to  proportion,  not  to  progression.  Thus  the  practical 
sphere  of  the  applicability  of  the  progressive  principle 
would  be  even  more  circumscribed. 

Finally,  it  must  not  be  overlooked  that  high  rates  of 
progression  may  engender  or  augment  attempts  at  fraud 
and  evasion.  That  this  is  possible  cannot  be  denied.  As 
has  already  been  pointed  out,^'  however,  the  danger  is 

^  Above,  p.  147. 

"  For  a  discussion  of  these  points  see  the  chapter  on  "The  Qassifi- 
cation  of  Public  Revenues"  in  Seligman,  Essays  in  Taxation, 
"  Above,  p.  75. 
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apt  to  be  greatly  exaggerated.  We  know  that  there  is 
certainly  more  fraud  in  the  countries  of  proportional 
taxes  like  America  than  in  the  home  of  progressive  taxes 
like  Switzerland  or  Germany.  Nevertheless,  it  may  be 
conceded  that  with  progressive  rates  there  would  proba- 
bly be  still  more  fraud  than  actually  exists,  even  though 
the  fears  of  the  doubters  in  Australia  and  Switzerland 
have  not  been  realized.^®  Much  depends  on  the  manner 
in  which  progression  is  applied,  and  on  the  particular  tax 
to  which  it  is  extended.  Still  more  depends  on  the  rate 
of  the  progression.  The  higher  the  progression  the 
greater  the  likelihood  that  the  results  will  be  perceptibly 
bad.  The  objection,  however,  is  really  one  against  the 
abuse,  not  the  use,  of  the  progressive  principle. 

If,  therefore,  we  sum  up  the  whole  discussion,  we  see 
that  while  progressive  taxation  is  to  a  certain  extent  de- 
fensible as  an  ideal,  and  as  the  expression  of  the  theor- 
etical demand  for  the  shaping  of  taxes  to  the  test  of 
individual  faculty,  it  is  a  matter  of  considerable  difficulty 
to  decide  how  far  or  in  what  manner  the  principle  ought 
to  be  actually  carried  out  in  practice. 

Theory  itself  cannot  determine  any  definite  scale  of 
progression  whatever.  While  it  is  highly  probable  that 
the  ends  of  justice  would  be  more  nearly  subserved  by 
some  approximation  to  a  progressive  scale,  considerations 
of  expediency  as  well  as  the  tmcertainty  of  the  interrela- 
tions between  various  parts  of  the  entire  tax  system 
should  tend  to  render  us  cautious  in  advocating  any  gen- 
eral application  of  the  principle.  It  remains  to  investi- 
gate as  to  how  far  the  principle  is  applicable  to  the  condi- 
tions surrounding  us  in  America  to-day.  In  last  resort, 
however,  the  crucial  point  is  the  state  of  the  social  con- 
sciousness and  the  development  of  the  feeling  of  civic 
obligation. 
"  Above,  pp.  76,  124. 
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§  I.     The  General  Property  Tax. 

The  preceding  discussion  has  brought  us  to  a  general, 
but  somewhat  vague,  conclusion  in  favor  of  the  theory 
of  progressive  taxation.  Economists,  however,  must  deal 
with  what  is  actually  practicable,  as  well  as  with  what  is 
ideally  true.  It  is  with  this  practical  object  in  view  that 
we  now  proceed  to  a  consideration  of  the  progressive 
principle  in  the  light  of  the  concrete  facts  of  American 
public  finance. 

In  the  case  of  the  general  property  tax  the  progressive 
principle  would  seem  to  be  of  doubtful  expediency,  for 
several  reasons.  In  the  first  place,  the  tax  as  actually  ad- 
ministered is  not  progressive  nor  even  proportional,  but 
regressive.  Our  attempt  to  tax  intangible  personalty 
leads  to  a  heavier  burden  on  those  who  are  at  the  same 
time  honest  and  fairly  well-to-do  than  on  those  who 
happen  to  be  both  dishonest  and  wealthy.  Since  the 
temptations  to  evade  the  tax  are  likely  to  grow  with  its 
size,  it  may  be  assumed  that  fraud  will  increase  in  pro- 
portion to  wealth.  To  augment  the  tax  rate  on  the 
wealthier  would  therefore  simply  increase  dishonesty. 
Progressive  taxation  of  personal  property  would  result 
in  the  less  well-to-do  classes  bearing  a  still  greater  propor- 
tion of  the  taxes  than  they  do  at  present.  Instead  of 
greater  equality  we  should  have  greater  inequality.  Pro- 
gressive taxation  of  personalty  under  actual  conditions 
would  be  an  utter  delusion. 

Secondly,  progressive  taxation  of  real  estate  would 
demand,  as  a  preliminary  condition,  a  complete  reform 
of  most  of  our  tax-laws.  As  a  general  rule  the  Ameri- 
can commonwealths  do  not  pay  any  attention  to  the  ques- 
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tion  whether  or  not  the  realty  is  mortgaged  They 
generally  tax  the  landowner  on  the  full  value  of  the  land, 
and  very  frequently  tax  the  mortgagee  in  addition  on  the 
amount  of  the  mortgage.  Now,  unless  we  exempt  the 
value  of  the  mortgage  from  the  value  of  the  land,  a  pro- 
gressive rate  on  realty  would  create  far  more  inequality 
than  exists  at  present  Let  us  assume  two  land-owners, 
A,  the  owner  of  a  $10,000  farm  mortgaged  for  $5,000, 
and  B,  the  owner  of  a  $100,000  farm  mortgaged  for 
$95,000.  The  equity  is  the  same  in  each  case,  and  under 
a  rational  system  of  taxation  both  A  and  B  would  pay 
on  only  $5,000.*  Each  would  then  be  taxed  on  what  he 
really  has,  in  lieu  of  on  what  he  has  not.  The  prevalent 
American  system,  however,  makes  of  the  tax  on  real 
estate  a  real  tax,  not  a  personal  tax:  that  is,  the  tax  is 
levied  not  on  the  landowner  as  such,  but  on  the  land.  If 
it  were  levied  on  the  landowner  the  tax  would  be  a  per- 
sonal tax,  that  is,  a  tax  on  the  person,  and  the  government 
would  be  bound  to  take  account  of  the  existing  debts. 
But  as  it  is  usually  levied  on  the  land,  instead  of  on  the 
owner,  the  government  looks  to  the  land  alone  and  main- 
tains that  the  personal  condition  of  the  owner  is  immate- 
rial. If  a  progressive  tax  were  introduced,  A  would  pay, 
let  us  say,  two  per  cent  on  $10,000  or  $200,  while  B  might 
pay  five  per  cent  on  $100,000  or  $5,000.  B's  entire  equity 
would  thus  be  swallowed  up  by  the  tax,  and  although  he 
is  actually  in  no  better  condition  than  A,  he  would  have  to 
pay  not  five  times,  but  twenty-five  times  as  much.    Pro- 

^  Unless,  indeed,  the  mortgages  in  the  hands  of  the  mortgagees  are 
exempt.  In  this  case  the  government  would  be  justified  in  making 
the  land  contribute  its  share;  for  it  is  immaterial  to  the  mortgagor 
whether  he  pay  the  tax  directly  to  the  government,  or  indirectly 
by  being  charged  a  higher  rate  of  interest  on  the  loan,  in  case  the 
mortgagee  is  taxed.  Cf.  Essays  in  Taxation,  p.  35,  and  the  limitations 
of  the  theory  in  the  monograph  On  the  Shifting  and  Incidence  of 
Taxation,  2nd  ed.,  1899,  pp.  266-268. 
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gressive  taxation  under  the  existing  system  of  real  estate 
taxation  would  thus  be  a  gross  injustice,  utterly  ruinous 
to  a  large  class  of  farmers.  For  whatever  may  be  true  as 
to  the  shifting  of  a  proportional  tax  on  land,  it  is  evident 
that  a  progressive  tax  of  this  kind  at  all  events  can  not  be 
shifted.  In  fact  every  treatise  thus  far  written  on  the  in- 
cidence of  taxation  takes  it  for  granted  that  we  are  dealing 
with  a  proportional  tax.  It  would  be  interesting  to  trace 
in  detail  the  qualifications  to  be  introduced  in  the  theory 
of  incidence  in  the  case  of  progressive  rates,  not  only  in 
the  property  tax,  but  in  other  taxes  as  well. 

Thirdly,  the  very  fact  that  the  property  tax  is  in  great 
part  a  real  tax  would  militate  against  the  introduction  of 
the  progressive  principle.  The  basis  of  progressive  taxa- 
tion, as  we  have  seen,  is  the  faculty  theory  of  taxation, 
resolved  into  its  elements  of  consumption  and  production. 
A  progressive  property  tax  can  be  defended  only  on  the 
assumption  that  faculty  increases  with  general  property. 
When,  however,  in  place  of  assessing  the  tax  on  the  in- 
dividual as  such,  we  assess  it  on  his  realty  wherever  it  lies, 
and  on  his  personalty  wherever  we  can  locate  it,  we  are 
looking  not  at  the  individual,  but  at  the  taxable  object. 
The  owner  of  a  large  piece  of  real  estate  may  as  a  matter 
of  fact  possess  less  faculty  or  ability  to  pay  taxes  than 
the  owner  of  a  small  plot,  because  he  may  have  very  much 
less  personalty.  If  we  could  reach  personalty  as  well  as 
realty  then,  indeed,  it  would  be  immaterial.  Since  person- 
alty, however,  evades  taxation  in  the  ratio  of  its  extent 
and  of  the  amount  of  the  tax,  a  prc^essive  tax  on  realty,, 
under  existing  conditions,  might  intensify  the  actual  ine- 
qualities. To  tax  A,  the  owner  of  a  $10,000  farm  (who 
has  perhaps  $1,000  personal  property),  five  per  cent,  and 
to  tax  B,  the  owner  of  a  $1,000  lot  (who  has  the  remain- 
der of  his  large  fortune  invested  in  intangible  personalty, 
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on  which  he  pays  nothmg),  only  one  per  cent  would  be  a 
travesty  of  justice. 

Fourthly,  the  chief  practical  objection  to  the  introduc- 
tion of  the  progressive  principle  is  that  it  would  be  ex- 
ceedingly difficult  to  apply  it  to  the  taxation  of  real  estate, 
if  the  prevalent  method  of  assessing  the  tax  as  a  real  tax 
be  followed.  The  tax  varies  with  the  value  of  the  lot, 
not  with  the  property  of  the  lot  owner.  Lot  A  may  be 
worth  more  than  lot  B,  but  lot  A  may  be  owned  by  two 
persons,  and  lot  B  by  only  one  person.  Or  the  owner  of 
the  smaller  lot  B  may  have  a  hundred  other  small  lots  in 
other  parts  of  the  city,  while  the  owner  of  lot  A  has  only 
that  one  lot.  A  higher  tax  on  A  because  it  is  the  lai^r 
lot  would  be  absurd.  The  large  land  owner,  provided  he 
distributes  his  holdings,  would  pay  lower  rates  of  taxation 
than  the  small  land  owner  whose  holdings  are  massed  to- 
gether. The  only  result  of  this  would  be  a  tendency  to 
divide  land  into  fractional  parts. 

It  is  true  that  such  a  method  of  taxation  would  tend  to 
split  up  large  estates.  This  was  indeed  one  of  the  avowed 
objects  of  the  graduated  land  tax  in  New  Zealand,  whose 
influence  is  already  perceptible.  The  same  idea  is  at  the 
basis  of  the  recent  land  tax  legislation  in  Oklahoma, 
where  the  aim  is  to  prevent  the  formation  of  large  estates. 
The  division  or  prevention  of  large  estates,  however,  does 
not  necessarily  mean  the  abolition  of  large  fortunes  in 
landed  property.  It  may  indeed  tend  to  prevent  the  suc- 
cessful competition  of  an  agricultural  country  with  its 
rivals  in  the  world  market,  to  the  extent  that  cheap  wheat 
raising  depends  on  the  economies  of  production  on  a 
large  scale.  There  is  no  reason,  however,  why  one  man 
should  not  own  a  hundred  small  farms,  rented  out  by  him 
to  cultivators,  instead  of  a  single  large  farm.  Progressive 
land  taxation  would  therefore  not  necessarily  result  in  the 
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development  of  a  class  of  small  independent  farmers  or 
peasant  proprietors.  Small  farms  do  not  imply  small  in- 
dependent farmers ;  they  may  mean  small  tenants  or  farm 
hands  of  a  large  farmer  or  a  large  landed  proprietor. 
However,  in  the  case  of  city  real  estate,  where  the  chief 
complaints  against  the  unearned  increment  are  urged, 
there  is  but  little  doubt  that,  large  landowners  would  dis- 
tribute their  holdings.  The  net  economic  result  of  a  pro- 
gressive property  tax  levied  on  the  land,  instead  of  on 
the  landowner,  would  thus  be  in  the  first  place  a  change 
in  the  constitution  of  land  fortunes  rather  than  in  their 
extent ;  and  in  the  second  place  a  probable  diminution  in 
the  capacity  of  the  country  to  compete  in  the  markets  of 
the  world.  But  the  fiscal  results  would  be  insignificant 
Ultimately  the  tax  would  tend  to  be  levied  only  on  the 
lowest  class.  For  no  plot  would  now  exceed  in  size  the 
smallest  area  on  which  the  lowest  rate  is  assessed.  In 
other  words,  the  progressive  tax  would  virtually  turn  out 
to  be  a  proportional  tax.  A  progressive  tax  on  land  is 
not  necessarily  a  progressive  tax  on  th^  landowner. 

Considering,  therefore,  these  four  objections,  it  is 
plain  that  until  a  complete  change  is  made  in  our  system 
of  the  general  property  tax,  it  would  be  useless  and  worse 
than  useless  to  introduce  the  progressive  principle.  We 
should  be  jumping  from  the  frying  pan  into  the  fire. 
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§  2.     The  Income  Tax, 

We  come  next  to  the  income  tax.  The  income  tax  in 
the  United  States  was  imtil  recently  not  a  practical  ques- 
tion. The  few  existing  income  taxes  in  our  American 
commonwealths  are  even  more  farcical  in  their  adminis- 
tration than  the  general  property  tax.  It  is  utterly  idle  to 
suppose  that  the  latter  will  be  supplanted  by  the  former, 
or  that  any  better  results  could  be  obtained  by  attempting 
to  assess  a  man  directly  on  his  income  rather  than  on 
his  property.  For  some  kinds  of  property  at  all  events 
are  tangible,  while  the  income  even  from  tangible  prop- 
erty is  frequently  more  or  less  uncertain  and  inscrutable. 
At  the  same  time  recent  events  have  shown  that  a  federal 
income  tax,  either  as  a  war  measure,  or  as  a  tax  supple- 
mentary to  the  existing  sources  of  revenue,  is  within  the 
range  of  practical  politics.  In  this  case  it  would  perhaps 
seem  that  the  progressive  principle  might  not  illogically 
be  applied  in  the  future,  as  it  has  been  in  the  past.  We 
might  base  the  demand,  so  it  might  be  urged,  not  only  on 
the  general  economic  theory  of  faculty,  but  also  on  the 
special  compensatory  theory.  For,  as  we  know,  one  need 
have  no  socialistic  leanings  to  advocate  the  special  com- 
pensatory theory.  It  will  be  remembered  that  Secretary 
Fessenden  advocated  the  progressive  income  tax  during 
the  Civil  War  on  the  faculty  theory,^  while  on  the  Eu- 
ropean continent  it  is  generally  upheld  on  the  special  com- 
pensatory theory.  The  practicability  of  a  graduated  scale, 
however,  depends  to  some  extent  on  the  methods  of  as- 
sessment and  the  extent  of  f oreigfn  investments.  Where  a 
large  part  of  the  income  received  by  the  citizens  is  derived 

*See  above,  p.  102. 
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from  capital  invested  abroad,  not  only  will  the  ascertain- 
ment of  income  be  more  difficult,  but  all  the  possible  com- 
plexities of  a  double  taxation  will  be  introduced.  Where, 
on  the  other  hand,  the  income  is  derived  chiefly  from 
home  sources,  the  problem  will  be  simpler.  From  this 
point  of  view  a  progressive  income  tax  would  probably  be 
attended  with  more  difficulties  in  England  than  it  would 
be  in  many  other  countries  whose  holdings  in  foreigfn 
investments  are  less  extensive. 

A  far  more  important  consideration,  however,  is  the 
actual  form  of  the  income  tax  itself.  This  is  evidently 
not  the  proper  place  to  discuss  the  details  of  income  taxa- 
tion. It  may  be  well,  however,  to  recall  the  fact  that  there 
are  two  chief  methods  of  assessing  an  income  tax.  The 
one  method  as  exemplified  in  the  most  successful  of  all 
income  taxes — ^the  English — ^is  to  split  the  income  into 
schedules,  according  to  the  source  from  which  it  is  de- 
rived, each  schedule  or  set  of  schedules  being  assessed 
separately  by  different  officials.  This  may  be  termed  the 
schedule  or  stoppage-at-source  income  tax.  The  other 
method,  as  in  the  Prussian  tax  and  the  American  taxes 
during  the  Civil  War,  is  to  assess  the  income  as  a  whole 
in  a  lump  sum  and  to  levy  the  tax  directly  on  the  income 
receiver,  instead  of  in  the  first  instance  on  the  income 
payer.  This  may  be  called  the  lump-sum  income  tax. 
It  is  what  the  French  call  Vimpot  global,^  Experience 
has  shown  that  the  schedule  tax  is  far  preferable  to  the 
lump-sum  tax.  England  after  experimenting  with  the 
latter  long  since  abandoned  it  for  the  former.  Yet  it  is 
plain  that  the  progressive  rate  is  very  much  more  difficult 
of  application  to  the  schedule,  than  to  the  lump-sum,  in- 

•The  British  income  tax  committee  of  1906  calls  it  the  system  of 
"direct  personal  assessment"  as  opposed  to  the  "system  of  collection 
at  the  source." 
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come  tax.  If  an  income  is  derived  in  equal  proportions 
from  each  of,  let  us  say,  five  sources  or  schedules,  it 
would  pay  much  less  than  an  equal  income  derived  wholly 
from  any  one  source.  Let  us  assume  that  the  progressive 
scale  is  so  arranged  that  the  rate  is  fixed  at  two  per  cent 
for  $10,000,  and  that  it  increases  one  per  cent  for  each 
successive  $10,000.  A  has  an  income  of  $50,000  derived 
equally  from  each  of  five  sources.  He  will  pay  the  normal 
rate,  or  two  per  cent,  on  each  schedule ;  that  is,  his  tax  will 
be  five  times  $200  or  a  total  of  $1,000.  B  has  the  same 
income  which  happens  to  be  derived  entirely  from  one 
source  or  schedule.  He  must  pay  six  per  cent  on  $50,000 
or  a  total  of  $3,000.  An  ostensible  progression  of  rates 
would  thus  result  in  the  same  amoimts  of  income  paying 
very  different  amounts  of  tax.  Such  an  inequality  would 
be  intolerable. 

We  are  thus  reduced  to  the  dilemma:  A  progressive 
income  tax  corresponds  to  the  demands  of  ideal  justice; 
but  a  lump-sum  income  tax,  at  least  in  Anglo-Saxon  coun- 
tries, is  in  practice  more  or  less  of  a  failure ;  and  a  sched- 
ule income  tax  is  not  susceptible  of  graduation.  The  de- 
sirable, therefore,  is  not  practicable;  that  is,  it  is  practi- 
cally undesirable.  In  other  words,  a  really  successful  pro- 
gressive income  tax  is  an  infeasibility. 

The  British  Select  Committee  of  1906  seeks  to  cir- 
cumvent the  difficulty  by  the  ingenious  expedient  of  what 
it  calls  a  "super-tax."  On  the  one  hand  the  Committee 
is  quite  resolute  in  its  determination  not  to  abandon  the 
stoppage-at-source  features  of  the  tax,  stating  that  "direct 
personal  assessment  for  the  whole  tax  is  not  practicable 
in  this  country  in  the  sense  of  being  an  expedient  or  de- 
sirable means  of  collecting  revenue."  On  the  other  hand, 
however,  it  regards  favorably  the  plan  of  imposing  "a 
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second  tax,  distinct  and  supplementary  to  th«  existing  tax, 
to  be  levied  on  investments  by  direct  personal  assessment.'* 
This,  which  is  called  the  "super-tax,"  is  to  be  assessed 
only  on  persons  with  incomes  over  £5,000,  and  may,  if 
desired,  be  graduated.  The  Committee  recognizes  that 
this  new  tax  is  open  to  the  objections  that  'may  be  urged 
against  any  lump-sum  income-tax  scheme.  It  thinks, 
however,  that  the  interests  of  the  exchequer  will  be  pro- 
tected by  the  retention  of  the  stoppage-at-source  feature.' 
It  believes,  furthermore,  that  the  dangers  of  evasion  will 
gradually  be  reduced  to  manageable  proportions.*    The 


•"It  will  be  seen  that  this  is  a  combination  of  the  method  of  a 
direct  personal  tax  with  that  of  taxation  at  the  source.  That  portion 
of  the  tax  which  is  new  and  additional  would  be  a  direct  personal 
tax,  and  some  of  the  objections  which  have  already  been  urged 
against  the  adoption  of  a  direct  personal  tax  in  place  of  the  system 
of  collection  at  the  source  apply  to  this  proposal.  They  are  modified, 
however,  to  the  extent  that  the  tax  which  is  now  collected  at  the 
source  would  continue  to  be  so  collected,  and  consequently  there 
would  be  no  loss  of  revenue  there  as  the  result  of  failure  to  obtain 
full  disclosure  for  the  direct  personal  tax."  Report  from  the  Select 
Committee  on  Income  Tax,  iS)o6,  sec.  8,  p.  4. 

*  "This  proposal,  in  common  with  all  proposals  for  direct  personal 
assessment  of  the  whole  income,  requires  that  a  full  statement  of 
individual  net  income  should  be  obtained  from  all  persons  upon 
whom  the  super-tax  would  be  levied.  It  is  true  that,  at  the 
present  time,  about  700,000  persons  do  make  a  declaration  of  the 
amount  of  their  net  annual  income.  They  are  people  with  a  total 
net  income  not  exceeding  £700  a  year,  and  they  make  the  declaration 
in  order  to  obtain  the  abatement  which  the  law  allows  upon  such 
incomes.  But  it  does  not  follow  that  other  people  with  much  larger 
and  more  complicated  incomes  would  be  equally  willing  to  declare 
their  actual  income,  when  the  object  for  which  the  declaration  was 
required  was  that  an  additional  tax  should  be  levied  upon  them.  It 
is  one  thing  to  require  that  information  must  be  given  before  taxa- 
tion can  be  reduced.  To  demand  the  information  with  a  view  to 
increasing  the  taxation  of  those  who  supply  it  is  totally  different 

The  difficulty  of  discovering  who  had  an  income  of  £5,000  a  year 
or  more  and  ought  to  make  a  return  has  been  insisted  upon  by 
several  of  the  ofl&dal  witnesses.  But  we  think  that  the  diflSculties 
have  been  exaggerated.    In  most  parts  of  the  country  the  surveyors 
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Committee  concludes  that  while  the  system  of  graduation 
through  the  imposition  of  a  super-tax  is  practicable  it 
offers  some  disadvantages  and  difficulties  which  have  here 
been  pointed  out.®  Whether  the  difficulties  can  be  over- 
come will  be  watched  with  interest  when  the  scheme  itself 
is  adopted,  as  it  probably  will  be  before  long,  by  Par- 
liament. 

In  the  American  income  tax  of  1894,  which  was  soon 
declared  unconstitutional,  the  system  was  essentially  the 
undesirable  and  discredited  lump-sum  of  personal-income 
plan.  In  one  point,  however,  the  stoppage-at-source  idea 
was  introduced.  Corporations  were  directed  to  pay  the 
income  tax  on  stock  and  bonds,  and  to  withhold  the 
amount  of  the  tax  from  dividends  or  interest  Had  a 
progressive  tax  been  imposed,  it  would  have  been  neces- 
sary to  levy  the  highest  rate  on  all  dividends  or  coupons. 
For  if  the  lowest  rate  were  levied  on,  let  us  say,  $10,000, 
it  is  plain  that  every  one  would  split  his  corporate  holdings 
into  blocks  of  $10,000,  and  invest  each  of  these  in  a  dif- 
ferent corporation  or  assign  interest  in  his  holdings  to 
dummies  or  obscure  relatives.  If,  on  the  other  hand, 
the  highest  rate  were  levied  on  all  corporate  holdings, 
it  would  lead  to  crying  injustice  unless  individuals  were 
allowed  a  rebate  amounting  to  the  difference  between  the 
highest  and  the  lowest  rate,  whenever  they  could  swear 
that  their  entire  income  fell  within  the  limit  at  which  the 
lowest  rate  was  imposed.  As  soon  as  such  an  oath,  how- 
ever, was  permitted  the  whole  advantage  of  assessing  in- 
comes at  the  source  would  disappear,  and  the  door  would 
be  opened  to  all  frauds  inseparable  from  a  personal  or 

of  taxes  would  probably  know  who  are  likely  to  be  enjojong  large 
incomes.  There  would  also,  no  doubt,  be  difficulty  in  checking  the 
accuracy  of  the  declarations.  Here  again,  time  would  be  required." 
Report  from  the  Select  Committee,  etc,  page  4,  sections  9  and  la 
•  Op,  cit.,  paragraph  11. 
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lump-sum  income  tax.  The  whole  machinery  of  assessing 
the  tax  to  the  corporation  in  the  first  instance  might  as 
well  have  been  abandoned.  Congress  accordingly  acted 
correctly  in  refusing  to  accept  the  proposed  amendment  in 
favor  of  a  progressive  scale.  The  serious  mistake, — ^not 
to  mention  minor  points  like  the  exaggerated  minimum  of 
exemption, — ^was  the  adoption  of  the  personal  lump-sum 
scheme  instead  of  the  scheduled  or  stoppage-at-source 
plan.  That  is  a  point,  however,  which  does  not  directly 
affect  the  present  discussion. 

Our  decision  must  therefore  be  adverse  to  the  applica- 
tion of  the  progressive  scale  to  income  taxes  under  actual 
administrative  conditions  in  the  United  States.  The  ad- 
vantages of  graduation  turn  out  on  closer  inspection  to  be 
illusory. 


Digitized  by 


Google 


\ 


§  3.     The  Corporation  Tax, 

In  regard  to  the  corporation  tax  the  progressive,  or 
rather  the  d^^essive,  principle  has  already  been  applied  in 
some  of  our  commonwealths.^  From  one  point  of  view 
these  progressive  rates  may  indeed  be  defended.  The 
larger  the  earning  capacity  of  the  corporation,  the  more 
valuable  are  the  privileges  received  from  the  state  and 
the  greater  are  its  chances  of  successful  competition  with 
smaller  rivals.  This  implies  the  production  side  of  fac- 
ulty. It  is  highly  questionable,  however,  whether  the  more 
important  consumption  side  of  the  faculty  theory  is  appli- 
cable to  corporations.  A  corporation  is  nothing  but  a 
fictitious  entity,  a  juristic  personality.  It  has  no  wants,  no 
desires  of  varying  urgency.  We  cannot  properly  predi- 
cate of  it  any  equality  or  inequality  of  sacrifice.  When  the 
state  taxes  the  corporation,  it  really  seeks  to  tax  the  own- 
ers of  the  corporation,  that  is,  the  bondholders  as  well  as 
the  shareholders.  It  is  not  the  corporations  as  such,  but 
the  individuals  whose  capital  is  invested  in  the  corpora- 
tion, who  are  the  real  taxpayers.  When  we  speak  of  the 
principle  of  equality  of  taxation,  we  ordinarily  mean 
equality  as  between  individuals.  A  corporation  is  simply 
an  association  of  individuals,  to  each  of  whom  the  fiscal 
test  of  equality  must  be  applied.  This  is  evident  from  the 
fact  that  the  tendency  in  all  those  states  which  endeavor 
to  avoid  double  taxation  is  to  exempt  from  the  personal 
property  tax  the  shareholders  of  corporations  which  are 
already  taxed  on  their  capital  stock.^ 

*  See  above,  pp.  iii,  112. 

"See  the  chapter  entitled  "The  Taxation  of  Corporations"  in 
Seligman,  Essays  in  Taxation,  and  especially  Francis  Walker,  Double 
Taxation  in  the  United  States,  in  Columbia  Studies  in  History, 
Economics  and  Public  Law,  vol  v,  no.  i,  1895. 
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There  is  no  necessary  connection  between  the  total 
earnings  of  a  corporation  and  the  total  earnings  of  a 
shareholder.  In  the  first  place  the  small  corporation  may 
be  owned  by  a  few  shareholders,  while  the  stock  of  the 
large  or  more  successful  corporation  may  be  distributed 
among  hundreds  or  thousands  of  individuals.  A  progres- 
sive rate  on  the  larger  or  more  successful  corporation 
might  then  involve  an  actually  regressive  rate  on  the 
shareholders.  The  rich  stockholder  in  the  small  road 
would  pay  not  more,  but  less,  in  proportion  than  the  poor 
stockholder  in  the  large  road. 

Secondly,  even  assuming  that  the  stockholders  have 
equal  shares  in  the  two  roads,  we  know  nothing  about 
their  other  sources  of  income.  If  all  income  were  derived 
from  corporate  property  alone,  the  matter  would  indeed 
be  simple.  In  the  existing  complexity  of  industrial  rela- 
tions, however,  the  revenue  from  corporate  holdings  may 
constitute  the  entire  subsistence  of  one  man,  and  an  insig- 
nificant fraction  of  the  total  income  of  his  neighbor.  The 
faculty  theory  of  taxation,  especially  from  the  consump- 
tion side,  can  be  predicated  only  of  the  entire  income  of  an 
individual.  A  progressive  tax  on  larger  corporations, 
then,  is  quite  as  likely  to  be  a  regressive  fate  on  the  par- 
ticular stockholder.  Instead  of  having  progression  we 
should  have  "upside-down"  progression.  Only  on  the  as- 
sumption that  the  progressive  rate  is  applied  to  all  incomes 
and  to  all  other  forms  of  property  as  well  as  to  corporate 
income  or  property,  would  this  objection  be  removed. 
Even  then,  however,  the  force  of  the  first  objection  would 
not  be  diminished.  Moreover,  when  we  bear  in  mind  the 
complications  introduced  by  the  facts  of  double  taxation, 
due  to  the  lack  of  harmony  in  our  various  commonwealth 
laws,  the  difficulties  will  be  sensibly  increased. 

A  progressive  corporation  tax,  then,  does  not  neces- 
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sarily  mean  a  progressive  tax  on  the  individual  share- 
holders, and  still  less  does  it  imply  a  progressive  tax  on 
the  individual  bondholders.  It  may  denote  just  the 
reverse.  The  application  of  the  progressive  principle  to 
corporations  is  therefore  of  dubious  expediency. 
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§  4-     The  Inheritance  Tax, 

The  case  is  quite  different,  however,  with  the  inherit- 
ance tax,  a  term  commonly  applied  not  only  to  inherit- 
ances proper,  but  to  successions  of  any  kind,  whether  by 
gift,  devise,  bequest,  or  devolution  in  general.  The  two 
most  significant  developments  in  recent  American  finance 
are  the  growth  of  the  inheritance  tax  and  the  extension  of 
the  corporation  tax.  In  some  commonwealths  the  entire 
state  revenue  bids  fair  soon  to  be  derived  from  these  two 
sources  alone,  thus  greatly  simplifying  many  of  our  per- 
plexing problems.  The  clamor  for  a  progressive  rate  in 
the  inheritance  tax  is  constantly  growing  in  the  United 
States,  and  we  have  repeated  examples  of  graduated  suc- 
cession duties.*  It  has  already  been  noted  that  writers 
like  John  Stuart  Mill,  who  are  most  conservative  in  their 
opposition  to  progressive  taxation  in  general,  nevertheless 
uphold  the  progressive  principle  in  the  case  of  inheritance 
taxes. 

Thene  are  three  arguments  on  which  it  is  possible  to 
base  progressive  inheritance  taxes.  The  first  argument 
is  that  which  rests  on  the  limitation-of-inheritance  theory. 
The  tax  is  regarded  by  some  merely  as  a  limitation  upon 
the  legal  privilege  of  inheritance  imposed  by  the  state  in 
the  public  interest ;  with  the  further  qualification  that  it  is 
the  duty  of  the  state  to  check  the  growth  of  inordinately 
large  fortunes  and  to  favor  the  diffusion  of  wealth.  The 
progressive  principle  would  be  the  most  convenient  way 
of  attaining  this  result. 

This  argument,  however,  is  not  entirely  beyond  ques- 
tion.   For  even  if  we  adopt  the  theory  that  the  tax  is  to  be 

*For  an  exhaustive  discussion  of  the  inheritance  tax,  see  Max 
West,  The  Inheritance  Tax,  in  Columbia  University  Studies  in 
History,  Economics  and  Public  Law,  iv,  no.  2,  2nd  ed.,  1908. 
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arded  as  the  exercise  of  the  state's  power  to  regulate 

privilege  of  inheritance,  it  does  not  follow  that  the 
:e  is  under  any  obligation  to  redress  existing  inequali- 

in  fortune.  The  state  has,  indeed,  the  right  and  the 
y  to  put  all  on  an  equal  plane  of  competition,  and,  with 
{  end  in  view,  it  may  enact  laws  which,  although  they 
mingly  restrict  individual  action,  actually  confer  upon 
members  of  society  a  wider  and  more  real  liberty.  This 
I  very  different  thing,  however,  from  settling  upon  an 
itrary  limit  beyond  which  the  amassing  of  wealth  is  to 
ome  illegal,  and  from  using  the  expedient  of  the  pro- 
ssive  scale  in  order  to  attain  this  end.  The  whole 
stion,  however,  depends  on  the  limits  that  we  assign  to 

family  idea  of  property.  As  Dr.  West  has  well 
tited  out,  the  right  of  inheritance  within  the  family  is 
iady  greatly  restricted  by  the  freedom  of  bequest, 
ile  on  the  other  hand  inheritance  and  bequest  are  not 
y  far  from  being  natural  rights,  but  are  not  even  neces- 
Y  consequences  of  the  rights  of  private  property, 
rhe  second  argument  is  that  which  we  have  learned 
<now  as  the  economic  argument.  This  is  more  con- 
cing,  because  it  is  based  on  a  sounder  theory  of  the  in- 
itance  tax  itself.  According  to  this  view,  an  inher- 
ice,  using  the  word  in  the  wider  sense,  is  simply  a 
tuitous  income,  a  chance  accretion  to  property,  which 
ments  the  faculty  of  the  individual  and  which,  just 
ause  of  its  accidental  or  unearned  nature,  is  a  most  fit- 
f  subject  of  taxation.  For  since  income  connotes  a 
ular  periodical  revenue  the  inheritance  would  normally 

be  affected  by  an  income  tax  f  and  since  the  general 

rhe  income  tax  section  of  the  tariff  bill  as  passed  by  the  House 
teprcsentatives  in  January,  1894,  curiously  enough  contained  a 
5C  by  virtue  of  which  inheritances  and  successions  were  to  be 
idered  a  part  of  the  annual  income.  This  would  have  tended  to 
te  much  confusion. 
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property  tax  is  ineffective  in  its  operation,  the  taxation 
of  inheritances  constitutes  the  best  method  of  reaching  the 
property,  even  if  it  is  reached  only  once.  All  the  consid- 
erations already  urged,  which  apply  to  the  progressive 
taxation  of  faculty,  whether  we  find  the  test  of  faculty  to 
consist  in  income  or  in  property,  apply  with  equal  force  to 
the  inheritance  tax.  From  the  standpoint  both  of  produc- 
tion and  of  consumption,  true  equality  in  taxable  faculty 
means  progressive  taxation  of  inheritances.  Moreover, 
scarcely  any  of  the  objections  which  attach  to  the  progres- 
sive rate  in  the  general  property  tax  applies  here. 

The  third  argument  is  what  we  have  termed  the  special 
compensatory  argument.  This  alone  would  suffice  even  if 
the  other  arguments  were  inadequate.  For  even  granting 
that  proportion  is  the  ideal  to  be  kept  in  view,  it  may  be 
said  with  some  measure  of  truth  that  our  existing  taxes 
fall  with  less  severity  on  the  wealthier  classes.  Not  only 
are  many  of  our  indirect  taxes  regressive  in  their  nature, 
but  the  general  property  tax,  in  its  practical  operation,  is 
scarcely  less  objectionable  in  this  respect.  A  progresive 
rate  in  the  succession  duties,  especially  where  personalty 
is  concerned,  would  simply  tend  to  reestablish  the  desired 
proportionality.  Advocates  of  general  proportional  taxa- 
tion in  theory  might,  therefore,  uphold  progressive  in- 
heritance taxes  in  practice. 

Perhaps  the  most  vigorous  defense  of  the  progressive 
principle  is  to  be  found  in  a  recent  official  report  which 
shows  so  clearly  the  present  temper  of  the  American 
people  that  we  venture  to  make  a  liberal  extract : 

"Whatever  the  economic  theory  upon  which  we  may  support  the 
idea  of  an  inheritance  tax  at  all— whether  we  believe  in  the  theory 
that  the  state  is  entitled  to  a  share  in  the  estate  of  a  decedent  for  the 
reason  that  it  surrenders  its  right  to  take  the  whole  estate  to  itself,  or 
for  the  reason  that  it  supplies  the  means  and  protection  by  means  of 
which  the  deceased  can  distribute  his  property,  or  whether  we  adhere 
to  the  back-tax  theory,  or  to  the  diffusion-of-wealth  theory,  or  to  the 
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accidental-income  theory — ^we  all  agree  that  it  is  not  unreasonable 
that  a  larger  percentage  of  a  large  fortune  should  be  paid  to  the 
state  than  of  a  small  one.  The  man  who  saves  a  little  can,  if  he 
sees  fit  to  do  so,  keep  it  in  ordinary  circtmistances  about  him  and 
distribute  it  virtually  in  person  among  those  whom  he  wishes  to 
have  it  after  his  death;  but  one  of  our  modern  enormous  fortunes 
must  almost  necessarily  be  invested  far  and  wide  in  enterprises  of 
every  description,  with  branches  all  over  the  country.  The  possessor 
of  such  a  fortune  has  never  seen  most  of  it ;  it  is  represented  to  him, 
in  a  large  part,  by  a  safe  deposit  box  full  of  certificates  of  stock, 
bonds,  contracts,  mortgages,  etc  The  whole  power  of  the  state  is 
essential  not  only  to  guard  and  to  protect  his  interests,  but  to  dis- 
tribute them  after  his  death.  More  than  that,  it  was  the  state  itself 
by  its  laws  granting  to  individuals  of  great  ability  and  force  free 
sway  to  exercise  their  powers  and  to  make  them  productive,  which 
gave  them  scope  and  opportunity  to  accomplish  the  enormous  results 
which  we  see  to-day.  While  it  is  true,  therefore,  that  ability  and 
vigor  were  necessary  to  accomplish  the  end,  the  great  results 
achieved  could  never  have  been  attained  without  the  active  assistance 
and  protection  of  the  state;  and  this  assistance  and  protection  are 
more  necessary  to  the  amassing  of  a  great  fortune  than  of  a  sxaalL 
one. 

This  conception  of  the  social  aspects  of  private  wealth  has  made 
great  strides  in  recent  years  and  is  now  recognized  by  not  a  few 
of  our  wealthy  citizens  themselves.  Mr.  Andrew  Carnegie,  in  a 
recent  and  striking  speech  at  a  meeting  of  the  National  Qvic  Fed- 
eration, in  New  York  in  December,  1906,  said,  after  describing  the 
growth  of  many  of  the  large  fortunes  of  the  country:  'Now,  who 
made  that  growth?  The  growth  of  the  American  Republic— diat  is 
where  that  wealth  came  from  and  that  is  the  partner  in  every  enter- 
prise where  money  is  made  honorably;  it  is  the  people  of  the  United 
States.  ...  I  say  the  conununity  fails  in  its  duty  and  our  legis- 
lators fail  in  their  duty  if  they  do  not  exact  a  tremendous  share,  a 
progressive  share.' 

It  is  largely  for  some  such  reasons  that  it  seems  to  your  Commis- 
sioners that  a  great  forttme  may  well  be  expected  to  contribute  a 
greater  percentage  to  the  state  when  it  passes  to  others  than  a  small 
one.  Your  Commissioners  believe  that  a  graduated  inheritance  tax 
is  defensible,  not  so  much  on  the  ground  that  large  fortunes  are  a 
menace  to  the  public,  as  on  the  theory  that  the  ability  to  contribute 
to  the  support  of  government  grows  more  rapidly  than  the  amotmt 
of  the  fortune  or  the  size  of  the  estate."* 


*  Report  of  the  Special  Tax  Commission  of  the  State  of  New 
York,  1907,  pp.  10-12. 
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§  5-     Other  Taxes — Conclusion. 

As  we  have  learned  above,  there  are  other  taxes  to 
which  the  principle  of  progression  might  be  applied.  The 
ultimate  form  which  taxation  in  America  is  to  assimie  is 
already  discernible.  National  revenues  in  the  future,  as 
to  a  great  extent  in  the  past,  will  be  derived  from  a  well 
considered  system  of  indirect  taxes,  possibly  supplemented 
at  intervals  by  some  form  of  a  constitutional  income  tax. 
State  revenues  will  be  derived  almost  exclusively  from 
corporation  taxes  and  inheritance  taxes ;  while  real  estate 
will  be  relegated  to  the  local  divisions.  The  one  difficult 
point  will  still  be  the  complete  taxation  of  individual  fac- 
ulty. The  taxation  of  intangible  personalty  has  always 
been  a  failure ;  a  direct  tax  on  income  would  not  succeed  a 
whit  better.  Yet  the  question  will  continually  revert  as  to 
how  it  will  be  possible  to  reach  the  entire  individual  faculty. 
The  real  estate  tax  indeed  will  reach  one  portion  of  this 
faculty,  the  corporation  tax  generalized  and  corrected  will 
reach  another  large  portion,  and  the  inheritance  tax  will 
greatly  lessen  the  inequality  resulting  from  the  non-taxa- 
tion of  other  elements  of  faculty.  The  gap,  however,  will 
not  be  entirely  filled  and  it  can  be  removed  only  by  some 
forms  of  taxation  which  will  indirectly  and  roughly  it  is 
true,  but  none  the  less  surely,  reach  those  earnings  which 
are  derived  neither  from  land  nor  from  corporate  holdings. 
Such  earnings  are  chiefly  those  from  business  and  from 
personal  exertions.  It  is  highly  probable,  therefore,  that 
the  future  system,  based  upon  complete  interstate  comity 
and  the  avoidance  of  double  taxation,  will  include  some  at- 
tempt to  reach  these  earnings  either  through  a  taxation  of 
rentals,  both  business  and  private,  like  that  existing  in 
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France,  Canada  and  Australia,  or  through  a  more  skill- 
fully devised  mode  of  business  taxation.  When  these 
supplementary  forms  of  taxation  are  created,  to  replace, 
in  good  part,  our  unworkable  tax  on  intangible  person- 
alty, it  may  be  found  that  both  the  economic  and  the 
special  compensatory  theories  will  serve  as  the  bases  of  a 
moderately  prc^jessive  system.  But  in  the  latter  tax  es- 
pecially, the  graduation  may  be  more  ostensible  than  real, 
because  of  the  very  rough  approximation  to  actual  tax- 
able capacity. 

The  general  conclusion  of  our  investigation  may  now 
be  put  in  summary  form.  It  is  to  the  effect  that  while 
progression  of  some  sort  is  demanded  from  the  stand- 
point of  ideal  justice,  the  practical  difficulties  in  the  way 
of  its  general  application  are  well  nigh  insuperable.  Pro- 
gression is  defensible  only  on  the  theory  that  the  taxes 
are  so  arranged  as  to  strike  every  individual  on  his  real 
income.  In  default  of  a  single  tax  on  incomes,  however, 
which  is  visionary,  practicable  tax  systems  can  reach 
individual  incomes  only  in  an  exceedingly  rough  and 
round-about  way.  Under  such  practical  conditions  it  is 
doubtful  whether  greater  individual  justice  will  be  attained 
by  a  system  of  progression  than  by  the  simple  rule  of  pro- 
portion; and  it  is  highly  questionable  whether  the  ideal 
advantages  of  progression  would  not  be  outweighed  by  its 
practical  shortcomings.  For  the  United  States  at  all 
events,  the  only  important  tax  to  which  the  progressive 
scale  is  at  all  applicable  at  present  is  the  inheritance  tax. 
For  the  future  development  of  the  idea  we  must  rely  on 
an  improvement  in  the  tax  administration,  on  a  more  har- 
monious method  of  correlating  the  public  revenues  and 
on  a  decided  growth  in  the  alacrity  of  individuals  to  con- 
tribute their  due  share  to  the  common  burdens. 
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Umpfenbach,  142,  237. 

Vandal,  360. 

Vauban,  160. 


Vauthier,  6n,  38a,  86n,  200, 296n. 

Vernier,  33,  197. 

Villetard,  207. 

Villiaume,  144. 

Villiers,  249. 

Vocke,  170. 

Voigtel,  57n. 

Voorthuizen,  mi. 

Wagner,  53,  870,  129-32,  271- 

273. 
Walker,   143,  145,   i66a,  a30n, 

290. 
Wells,  I4in. 

West,  45n,  S311,  pw,  3igo. 
Weston,  2i8D. 
Woodward,  185. 
Zctuncr,  190. 
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